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United States Crust Company 
of New York 


Statement of Condition, March 31, 1946 


. RESOURCES 


Cash in Banks . 

Loans and Bills Pusened . : 
United States Government Obligations ; 
State and Municipal Obligations ‘ 
Other Bonds : : 

Federal Reserve Beak Shek . 

Real Estate Mortgages . 

Banking House . i 

Accrued Interest Ressiuclile . 


Total . 


LIABILITIES 


Capital Stock 

Surplus. ‘ 

Undivided Profits R 

General Reserve . 

Deposits 

Reserved for Taxes, Interest, Expenses, ete. 
Unearned Discount. 

Dividend Payable April 1, 1946 


Total . 


$ 26,665.458.13 
37,348,411.86 
90,317,715.41 
6,944,100.00 
1,649,000.00 
840,000.00 
3,763,591.54. 
1,475,000.00 
408,252.77 
$169,411,529.71 


$ 4,000,000.00 
24,000,000.00 
2,728,576.85 
1,040,000.00 
136,368,157.35 
921,699.51 
3,096.00 
350,000.00 


$169,411,529.71 


Securities carried at $31,345,000.00 have been pledged to secure 
United States Government War Loan Deposit of $27,986,141.25 
and for other purposes as required or permitted by law. 
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GET OUT AND GET UNDER 


Public Opinion at Bottom of Investors’ Troubles 


Editorial 


N the days when automobiles were con- 
| sidered a contraption of the devil—and 
just a new-fangled notion anyhow—the fre- 
quency with which they broke down gave 
rise to a tune well known to those horse- 
and-buggy days: “Get Out and Get Under.” 
It was the first step in getting the auto to 
run again. 

It isn’t bad advice for today, not only in 
relation to our well-worn family cars, but 
also to the difficult business of trusteeship, 
and the industrial machine on which it de- 
pends. That machine is the major source 
of meeting both the public expenses, and 
those of people dependent on their savings. 
But because it has, ever since the stock 
market crash, been chastised for the prev- 
ious errors of some of its parts, it has been 
levied on so heavily for support of govern- 
ment expenditures that it has had less left 
for support of the investors. 

More than anyone else, every single trus- 
tee—corporate manager, insurance and bank 
official, fiduciary—has an interest in public 
opinion. For it is the change in public 
opinion which reduces not a few companies’ 
earnings, but every company’s net. It is 
that public opinion which, before the war, 
expressed its suspicions by legislation to 
“soak the rich” and “protective” laws that 
too often became extreme in restriction on 
initiative and production. 

During the war, a public opinion still sus- 
picious of bigness, of property, of profits, 
allowed the new bureaucracy to flourish 
further—in some cases properly, in some 
cases only to increase confusion, extrav- 
agance and political authority. Since the 
war public opinion is still supporting 
political and union action which threatens 
to squeeze the profit-and-loss system, the 
investors of savings, into a condition of 
pernicious anemia. Not only are any profits 
a signal for attack and confiscation, but the 
purchasing power of the interest or divi- 
dend dollar is also being vitiated. 

A few ameliorating tactics can be used 
by fiduciaries to protect their beneficiaries. 
They can pick the superior investments, the 
more productive and profitable concerns; 


they can get better results by good estate 
planning, and see that the life tenants are, 
when desirable, able to compensate from 
principal for lower income and purchasing 
power. But this is only a rear-guard ac- 
tion. The root of this destruction of the 
value of savings is the economic ignorance 
or misinformation on which is built the 
opinion of the ruling majority. 

What good to seek for safety of principal 
or income by laborious, expensive security 
analysis if even the best gross sales records 
of a company or industry will be nega- 
tived by wage costs (direct and indirect) 
that leave little margin for lower operating 
ratios? What good to maintain a $1500 
income for a widow and child when decent 
living costs are twice that? The funda- 
mental and urgent job for trustees is to 
reassume the financial leadership in their 
own communities, to see that the facts of 
profits and investment are ones to be proud 
of, and then to see that these are brought, 
interestingly, to the attention of their fel- 
low-townsmen. We can’t wait for a change 
in public opinion—we’ll have to get out and 
get under it. 


0. 


Wages From Production 


The basic answer to many labor demands 
is tersely emphasized in a letter from Charles 
R. Hook, president of the American Rolling 
Mills Company, to stockholders explaining the 
development and the effect upon their com- 
pany of the recent steel-wage controversy. 
The stockholders were told that wartime wage 
increases and O. P. A. ceilings had been re- 
fiected in the reduction of the average net 
earnings of the major steel companies from 
6.4% of total sales in 1941 to 2.7% in 1944. 
The report explained: 

“Prior wage increases together with present 
wage demands and collateral cost increases, 
can only be absorbed by increased productivity 
per man hour. In 1941 the average pounds of 
steel produced per man hour according to the 
American Iron and Steel Institute, was 121.4. 
In the first eight months of 1945 average out- 
put of steel per man hour was 118.9 pounds. 
The only source of wages is from production.” 
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SUBSIDIES — A PRICE CONTROL DELUSION 
Return to Competitive Price System Should be Objective 


UBSIDY payments have emerged as 

the Administration’s cure for many 
of our economic problems. The evidence 
to support this statement has been pil- 
ing up impressively during the past few 
months. What is the proposed cure for 
the housing shortage? Mr. Truman de- 
scribed the $600,000,000 subsidy pro- 
posal as the “heart of the program.” 
Foreign producers demand higher prices 
for coffee. How do we meet this de- 
mand? The answer again is more sub- 
sidies. Wage increases are encouraged 
by the government and in turn cause 
costs to press upon prices. In the meat 
packing industry the Administration 
proposed larger meat subsidies to meet 
these cost increases. Only after the in- 
dustry refused this proposal was the al- 
ternative of higher prices adopted. 
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For the copper, lead and zinc industries, 
on the other hand, the Office of Economic 
Stabilization has anounced that the subsidy 
program is to be adapted “to handle cost 
changes incurred in making wage adjust- 
ments under the government’s wage price 
policy.” These payments will be “retroac- 
tive to the effective date of the wage in- 
crease”. The price of wheat rises and is 
followed by an increase in subsidy pay- 
ments to keep the price of flour stable. 


These subsidy proposals are in addition 
to the large food subsidies—aggregating 
almost $2 billion a year—being paid under 
the wartime programs which are still in 
effect. Why have these new subsidies been 
proposed for housing, for imports, to com- 
pensate for wage increases, etc.? It is 
clear that the basic factor is the Adminis- 
tration’s attempt to hold the current price 
line. These subsidies are designed to take 
the place of the price increases which would 
otherwise be required to achieve the desired 
flow of production. So long as we attempt 
to hold the present price line, it follows that 
cost increases will squeeze profits and when 
the squeeze becomes too severe, subsidies 
are proposed to alleviate the pressure. 


Exactly the Wrong Way 


Limited subsidies had an important role 
to play during the war as one tool in the 
stabilization arsenal. However, that is no 
justification for large scale subsidies at 
this time. Subsidy payments represent ex- 
actly the wrong way to meet our present 
difficulties for several reasons. A _ basic 
cause of the present unbalance between sup- 
ply and demand is found in the past crea- 
tion of money, through deficit financing, 
against which there are no goods available. 
Subsidies add to government spending, 
which increases the pressure for price in- 
creases to the extent that the deficit is in- 
creased. 

Subsidies also add to the artificiality of 
our present price structure. Since subsidies 
are designed to hold prices down, it fol- 
lows that more people are encouraged to 
buy at the lower price, maintaining demand 
at a high level. On the other hand, the 
subsidized price creates uncertainties which 
discourage production, because one never 
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knows when a subsidy may be arbitrarily 
withdrawn or reduced while the payment 
gives the government further control over 
business activity. Thus, demand remains 
in excess of supply instead of being brought 
into balance at a somewhat higher price. 
Subsidy payments to compensate for higher 
wages are a particularly dangerous expedi- 
ent. Lower prices for consumer and higher 
wages for labor represent a politician’s 
paradise. 


Merely Shifts Cost to Taxpayer 


We cannot avoid the cost merely be- 
cause we refuse to permit higher prices to 
reflect the higher wage cost. All that hap- 
pens is a shift of the burden from the con- 
sumer to the taxpayer. If the taxpayer 
cannot bear it completely, additional deficit 
financing is the inevitable result, with con- 
sequent increase in pressure upon the price 
level, because consumers have more funds 
to buy goods. 

The major objective of economic policy 
must be a return to a free price system. 
Government-dictated prices have not been 
and cannot be a satisfactory substitute for 
the marvelously efficient free price mechan- 
ism. Many distortions have taken place in 
the structure of production (where are the 
low priced textiles, the low cost furniture?) 
in the flow of available supplies to the 
market (who gets the nylons, meat and but- 
ter?), and in the availability of new output 
(where are the new houses, the new cars, 
etc.?). 

Subsidy paymerts impede the return to a 
free price system. Key Administration of- 
ficials have been emphasizing that the 
elimination of subsidies would mean a rise 
of 10% or more in food prices. For some 
items such as wheat and butter, the rise 
would exceed 20%. But sooner or later the 
transition to a free economy will have been 
made. We cannot continue these subsidies 
forever; the longer we pay subsidies and 
the larger the amounts involved, the more 
difficult it will be to eliminate them. 


Steps Toward Decontrol 


The time to start eliminating subsidies 
is now, and the steps toward this objective 
are clear. First, subsidies must not be ex- 
tended to any new product. Secondly, where 
a subsidy is now in effect it should not be 
inereased. Higher costs should be reflected 
in higher prices. Third, a program for 
eliminating the present subsidies should be 
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incorporated in the act extending price 
control. 

In his Sixth Quarterly Report, War Mobi- 
lization and Reconversion Director Snyder 
pointed out that “It is, of course, desirable 
that all food subsidies be dropped at the 
proper time.” He defined the proper time 
as a period when the danger of inflation is 
less and food prices have declined. There 
is little evidence that on the basis of these 
tests, food subsidies would be significantly 
curtailed in the near future. 

Price control on a limited basis will be 
required in the months immediately ahead, 
and the price control act must be extended. 
But provision must be made for extensive 
decontrol of less essential items and for a 
liberalization of the present standards. 
Some subsidies will undoubtedly be required 
in this program, but their magnitude must 
be narrowed if we are to return to a free 
economy. Higher costs will have to be re- 
flected in higher prices. When subsidies are 
eliminated, some price increases undoubted- 
ly will be required, but this is inevitable in 
any process of releasing the economy from 
its wartime controls. We cannot make much 
progress in this direction by attempting to 
conceal higher costs by subsidy payments. 

JULES BACKMAN 
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FIXED INCOME DILEMMA 


NDIVIDUALS with fixed incomes have 

been squeezed between declining interest 
rates and rising living costs during the past 
seven years. The decline in interest rates 
has been fairly steady since the low point 
of the depression in the early 30’s. The 
yield on high grade bonds, which was more 
than 442% in 1932 and slightly in excess of 
3% in 1939, has fallen in recent weeks to 
less than 244%. Similarly, the interest rate 
paid by savings banks has fallen from 
2 1/3% in 1939 to 1.8% in 1946. The fol- 
lowing tabulation indicates the trend. 


Interest earned 
Yield 30 Bonds by insurance 
(Moody’s AAA) companies 


4.59 5.08 
3.60 4.47 
3.01 4.25 
2.77 4.02 
2.61 3.70 
2.48 3.65 


Savings Bank 
Interest 


4.32 
3.06 
2.36 
2.12 
1.85 
1.80 


1932 
1935 
1939 
1941 
1945 
1946 


This decline in interest rates has pri- 
marily reflected government policy and the 
large accumulation of liquid assets which 
have resulted from that policy. During the 
30’s a deliberate policy of forcing down 
interest rates in order to stimulate recovery 
from the depression was followed. The 
reserves of the member banks were in- 
creased by Federal Reserve Board open 
market operations in order to increase the 
pressure for lower interest rates. During 
the war years, despite the enormous deficits 
of the federal government, interest rates 
continued to decline as a result of a de- 
liberate policy by the Treasury to keep 
down the costs of the war. Since VJ Day, 
Secretary of the Treasury Vinson has re- 
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iterated on several occasions the intention 
of the Treasury to keep interest rates low. 
One obviously important reason for this 
decision is to keep down the cost of servic- 
ing the national debt. 


Some government officials and bankers 
have been concerned with these declining 
interest rates and have emphasized that 
they are contributing to the inflation now 
present in our economy. Thus, Federal Re- 
serve Board Governor Eccles has stated: 


“The primary source of the inflation dan- 
ger which overhangs the domestic economy 
on all fronts is the vast accumulation of 
currency and bank deposits at the disposal 
of the public .. . So long as the public debt 
continues to be monetized through the pur- 
chase of Government securities by the bank- 
ing system, the supply of money will con- 
tinue to increase, thus tending further to 
reduce the interest rate on savings and in- 
vestment funds.” 


Similarly, Emil Schram, President of the 
New York Stock Exchange, has pointed out: 


“The main problem is to reduce the hold- 
ings of the commercial banks and to in- 
crease the proportion of the Federal debt 
in the hands of individuals and other non- 
bank investors, such as insurance companies 
and mutual savings banks . . . Higher in- 
terest rates would make it possible for 
banks to sell some of their Government 
bond holdings to non-inflationary buyers of 
the types above mentioned. Idle bank de- 
posits would be attracted, reducing inflation- 
ary tendencies, and currency in circulation 
might be reduced, adding to bank reserves.” 


Savings have continued to accumulate 
largely as a result of our wartime deficit 
financing. Thus, mutual savings bank de- 


posits, life insurance purchases, savings 
bond purchases, and other forms of savings 
have increased in record proportions dur- 
ing the war despite declining interest rates. 


At the same time that the individual liv- 
ing on a fixed income has found the yield 
on his principal declining, he has also been 
faced with rising living costs which, it is 
estimated, have increased by 33% since the 
beginning of 1941. The result has been a 
sharp decline in the purchasing power of 
the dollars received as well as in the num- 
ber of dollars. In light of the recent wave 
of wage increases with the consequent price 
increases, it seems certain that the purchas- 
ing power of the dollar will decline stil! 
further during the coming year. The result 
is increasing pressure on individuals to 
use part of their principal. 





TAX REDUCTION PREMATURE 


ROPOSALS to cut taxes are once more 

being made. In part these proposals 
have been encouraged by the fact that 
government revenues during the first three 
months of 1946 were slightly greater than 
total expenditures. The result was a bal- 
anced budget for that quarterly period for 
the first time since before the war. Al- 
though this is a favorable development, it 
does not indicate that we have reached a 
point where our budget is finally balanced. 
During that quarter large receipts reflected 
the combined effect of upwardly revised in- 
come tax reports filed by individuals in 
January and the payment of corporate and 
other taxes in March. The outlook is for a 
substantial deficit in budgetary operations 
during the final quarter of the current fiscal 
year. 

It is still too early to determine the 
budgetary situation for the fiscal year 1947. 
The President, in his January budget mes- 
sage, forecast a deficit of $4.5 billion. Un- 
til the magnitude of the appropriations made 
by the Congress for foreign relief and re- 


habilitation, subsidies, social security, and 
other projects is known, the revenue re- 
quired to balance the budget cannot be de- 
termined. Under these circumstances, while 
tax relief for individuals is a very pleasant 
thought, it seems clear that such action 
would be ill-advised at this time. This is 
particularly true in light of the tremendous 
inflationary pressures now at work in our 
economy. During a period of boom and 
inflation it would seem desirable to main- 
tain taxes at as high a level as possible 
since the burden can be borne best then. 
During the war we failed to pay the finan- 
cial cost as we went along. As a result, the 
financial burden will be reflected in the 
budget in the form of high interest pay- 
ments for some time to come. There is one 
road which may make possible some tax 
relief if we have courage to follow it — 
that is the road of heavy cuts in government 
expenditures. It seems clear that the pres- 
ent tax system will yield tremendous reven- 
ues during boom times. If, under those 
conditions, government expenditures can be 
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sharply curtailed, a large budgetary surplus 
could develop to start on a program of debt 
retirement and a small amount of tax re- 
lief would become possible. The present 
administration has shown some tendencies 
in the direction of economies but the evi- 
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dence is far from conclusive in light of the 
many costly social experiments to which 
support has been given. The time to talk 
about and to expect tax relief is after these 
economies and expenditures have been 
undertaken and not before. 


THAT “BULGE” IN THE INFLATION LINE 


HE major effect of our wage-price 

policy is to give legal sanction to the 
spread of a general pattern of wage in- 
creases averaging 15 to 18 per cent since 
VJ Day. Such wage increases are taken 
into consideration in determining the need 
for price adjustments. Mr. Truman has des- 
cribed these price increases as “a bulge in 
the old line” rather than the establishment 
of “a new line”. Mr. Bowles has attempted 
to minimize the significance of the policy 
by emphasizing that consumers’ metal 
goods account for only 9 percent of the cost 
of living. Regardless of how the policy is 
described, however, the net effect will be 
to increase the inflationary pressure. As 
Mr. Baruch told the House Banking and 
Currency Committee, “Call it a bulge but it 
is really a break—and a grave one. This 
was inflationary.” 

The increase in steel prices required to 
meet the wage increase of 184 cents an 
hour will affect the entire economy because 
to greater or lesser degree the cost of steel 
enters into the production costs of all items, 
directly or indirectly. Much of the official 
comment has implied that the only import- 
ant price increase will be for steel. How- 
ever, many other price increases have al- 
ready been reported as a result of other 
wage increases. Railroad workers having 
obtained a 16 cent rise in wage rates, the 
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railroads have indicated that freight rates 
will probably have to be raised, thus adding 
pressure on the ceilings of numerous pro- 
ducts for which freight costs are a con- 


‘siderable factor of cost. 


Steel, freight, meat and other price in- 
creases represent something more than a 
“bulge’’, and they do not tell the entire 
story. As a result of the adoption of the 
new policy many workers have demanded 
and in many cases already have received 
wage increases which fall within the new 
national pattern and hence have created 
pressure for higher prices in many unfore- 
seen sectors of the economy. It has not been 
demonstrated that wage increases of the 
magnitude indicated can be absorbed by all 
industries or by all firms in the more profit- 
able industries. While the link between 
prices and wages is not automatic or direct, 
a major wave of wage increases without re- 
lationship to changes in productivity and 
on top of the wartime increases previously 
granted, cannot fail to exercise considerable 
additional pressure on the price level. Those 
with fixed incomes will be among the main 
sufferers of these further price rises. Mr. 
Baruch has summarized the situation ef- 
fectively as follows: “Stop bunking the 
public by saying wage increases can be 
granted without increase in price levels.” 


Monetary Policy Committee Elects 


The Economists’ National Committee on 
Monetary Policy, New York City, elected the 
following officers for the current year: 

President: Dr. Leonard P. Ayres, vice pres- 

ident of Cleveland Trust Co., Ohio 
Exec. V. P. and Treas.: Dr. Walter E. Spahr, 
professor of economics at New York Uni- 
versity; Vice Pres.: Dr. James W. Bell, 
professor of Economics, Northwestern 
Univ., and secretary of the American 
Economic Assn.; Dr. Neil Carothers, pro- 
fessor of economics and Dean of Lehigh 
University. 

Asst. Treas.: Dr. William W. Cumberland, 
Ladenburg, Thalman & Co., New York. 





THE CHASE 
NATIONAL BANK 


OF THE CITY OF NEW YORK 
STATEMENT OF CONDITION, MARCH 30, 1946 


RESOURCES 


Cash and Due from Banks . . ... . . . . $ 875,762,967.03 
U. S. Government Obligations. . . . . . . . 2,960,277,204.87 
State and Municipal Securities . . . . . ... 113,591,019.24 
Other Securities . . . eee ae 156,235,486.10 
Loans, Discounts and Bankers’ Acceptances - « « «  1,315,612,455.72 
Accrued Interest Receivable . . . ...... 14,040,396.40 
Mortgages . . . a a a a 7,604,937.84 
Customers’ Acceptance Liability pe Oa ee Oe 8,690,632.43 
Stock of Federal Reserve Bank. . . ..... 7,500,000.00 
Bemkeme lowes. 2 tt tlt hl tl tw we 33,646,673.40 
ee ee eee 2,898,479.16 
ee ce ws ae et OK ee Ke eee ee ee ee 2,650,390.61 


$5,498,5 10,642.80 


LIABILITIES 
Capital Funds: 
Capital Stock . . . . . . «~ $111,000,000.00 
Surplus . . » « « « «+ 139,000,000.00 
Undivided Postion: . te eh ee 56,792,459.41 
$ 306,792,459.41 
Dividend Payable May 1, 1946 . : hee * @ 2,960,000.00 
Reserve for Contingencies . ........ 14,108,415.33 
Reserve for Taxes, Interest, etc. . . . ... . 17,201,323.87 
Deposits . . ocerseese« ss + See 
Acceptances Outstanding . . « « $ 10,557,865.65 
Less Amount in Portfolio . . . 1,026,365.49 9,531,500.16 
Liability as Endorser on Acceptances and Foreign 
ee & «eee eee we a ee ee eee wine 130,376.61 
Cee Se se ace se oe * oo eee aS 7,700,022.17 
$5,498,510,642.80 


United States Government and other securities carried at $1,398,010,096.94 are pledged 
to secure U. S. Government War Loan Deposits of $1,080,690,772.86 and other public 
funds and trust deposits, and for other purposes as required or permitted by law. 


Member Federal Deposit Insurance Corporation 
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Answers to questions about 


CHESAPEAKE & OHIO 


Highlights from the 1945 Report to our 82,794 stockholders 


Q. What did C & O do in the final year 


of war? 


A. With the end of the German and 
Japanese wars, a tremendous assignment 
was successfully completed by the C & O. 
Although our peak war job was actually 
done before 1945, still the tonnage of coal 
hauled was a near record. And merchan- 
dise freight, much of it war material, was 
close to the record years of 1943 and 1944. 


Q. What were earnings in 1945? 


A. Operating revenues were 203 million 
dollars, 6% less than in 1944. In October 
and December, 1945, C & O charged to 
operating expenses about 40 million dol- 
lars, which was the unamortized balance 
of the approximately 64 million dollars 
for which Certificates of Necessity had 
been issued by governmental authorities 
covering amortizable cost of rolling stock, 
equipment, and improvements purchased 
or constructed from 1941 to 1945. Reflect- 
ing this accelerated write-off of capital 
investment, net income for the year was 
16 million dollars, or $2.14 a share. No 
charges for depreciation or amortization 
on these charged-off facilities will be made 
to operating expenses in future years. 


Q. What were C & O’s war earnings? 


A. For the four war years, C & O earned 
an average of $3.50 a share compared to 
$4 a share averaged during the four pre- 
ceding years. When the heavy war traffic 
began C & O was already utilizing a high 
proportion of its carrying capacity. When 
high taxes were imposed, C & O was one 
of the first roads to be subject to excess 
profits taxes and one of the few which 
found it more advantageous to compute 
its excess profits tax on an earnings base 
rather than on an invested capital base. 
Consequently, while the war period was 
one of record traffic volume, gross earn- 
ings, and tax payments for the C & O, it 
was not a period of high net income as 
it was for railroads generally. 


Q. How is C & O simplifying its cor- 
porate structure and reducing its debt? 


A. Last year C & O reduced its outstand- 
ing debt by $9,387,000. The reduction in 
the last eight years has been $32,934,000. 
Its subsidiaries, Nickel Plate and Pere 
Marquette, refinanced all of their mort- 
gage debt in 1945 at lower interest rates. 
Nickel Plate interest charges have been 
cut to $3,820,000 from $7,500,000 in 1936. 


Pere Marquette has scaled its interest 
charges to $1,840,000 from $3,270,000 in 
1936. 


Q. What are prospects for 1946? 


A. In 1946, coal movement should con- 
tinue at a high rate. Construction and 
enlargement of plants along the line should 
mean a permanent increase in the output 
of industries served by C & O. Although 
passenger traffic will decline now that 
troop movements through Newport News 
have ended, freight traffic volume should 
continue well above any pre-war year. 
Still, everything the road must buy costs 
more than before the war. Two wage in- 
creases aggregating 28% have been 
absorbed and a third is being demanded. 
Freight rates are the same as they were 
before the war while taxes, even with the 
excess profits tax removed, remain far 
above pre-war levels. We believe rate- 
making authorities will recognize these 
increased costs. 


Q. How is C & O modernizing to meet 
competition? 


A. In 1945, C & O ordered equipment 
from the Edward G. Budd Manufac- 


turing Company for the finest streamlined 
trains ever built. These trains will run 
between Washington and Cincinnati. 
Revolutionary new features—developed 
exclusively by C & O’s personnel and 
consulting experts—will include a moving 
picture theatre, news ticker, distinguished 
art and industrial exhibits, telephone for 
passenger use while train is in motion, 
special facilities for the care and enter- 
tainment of children, curved aisles and 
other unusual decorative amenities, and 
a dining system that will eliminate wait- 
ing for meals. 


Among other forward-looking steps, the 
C & O with the Nickel Plate sponsored 
through coast-to-coast sleeping car ser- 
vice. A long-term program of rebuilding 
and modernizing certain passenger sta- 
tions is well under way. The management 
of Chesapeake and Ohio welcomes change 
and regards as one of its prime obliga- 
tions the constant readjustment of the 
railroad to meet the changing needs of 
its territory and customers’ markets. We 
look forward to 1946 and the years ahead 
as a period of difficulty and challenge, 
but also of opportunity. 


SOURCES AND DISPOSITION OF INCOME 


Where our income came from 


Revenues from hauling coal and coke freight... . 


Revenues from hauling other freight . 
Revenues from carrying passengers 
Other transportation revenues 


Rent from — used by others, less amounts 
t 


paid to others 
Dividends from stocks owned 


Other income from non-railroad operations 


Where our income went 


Wages. 
Materials, supplies, and fuel 


Railway tax accruals, other than federal income 


and excess profits taxes 


Payments to contractors, associations, 


penses 


ex) , 
Rentals and expenses paid for facilities used 
less amounts received 


jointly with others, 
from others 
Interest on Funded Debt 
Other interest 


Net Income before federal income and excess 


profits taxes 


Federal income and excess profits taxes. ....... 


Net Income 


What we did with net income and surplus 


Aagecggitions for Sinking and Other Reserve 
‘wu 


nds 


y other 
companies, and individuals for services and 


$109,099,741 


$213,004,081 


$ 


$205,477,633 


$ 7,526,448 


$ 


$ 


Increase or 
Decrease 
$ 8,995,649 
3,144,902- 
615,419 
448,131 


1,742,198- 
30,476- 
124,739- 


$11,617,118- 


1945. 1944 
$118,095,390 
66,781,322 
23,506,847 
8,152,689 


6,117,586 
989,141 
978,224 


$224,621,199 


63,636,420 
22,891,428 
7,704,558 


7,859,784 
958,665 
853,485 


o1roo7 oooo 


764,248 
2,093,620 


660,278 


$ 80,618,715 $ 
27,668,892 


12,316,760 


81,382,963 
29,762,512 


11,656,482 


10,220,633 5,830,716 4,389,917 


4,802,409 
7,003,784 
15,473 
60,633,377 


4,552,104 250,305-I 
7,053,857 50,07 | 
-I 


4,910 ¥ 
20,396,060 40,237,317 
$158,442,014 — $47,035,619-I 
$58,652,737-D 
47,691,589-D 
$10,961,148-D 


$ 66,179,185 
38,838,190 


$ 27,340,995 


8,853,399CR 
16,379,847 


13,571-D 


501,715 $ 
560,870-D 


26,800,739 


488,144 $ 
26,239,869 
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PREREQUISITES TO PROFIT-SHARING 


Labor Views Collective Bargaining as Basic to Success 


; GEORGE M. HARRISON 
Grand President, Brotherhood of Railway and Steamship Clerks, Cincinnati, Ohio 


Mr. Harrison presents the general attitude of organized Labor on 
conditions under which profit sharilg plans might be considered desirable. 
This discussion relates to the editorial in our February issue entitled, “Is 
Profit-Sharing an Answer?” In that editorial we were primarily concerned 
with the introduction of a Reserve method by which such plans could attain 
stability for employee and company. In our appended reply to Mr. Har- 
rison’s thoughtful and constructive comments, we seek to further consid- 
eration of the potential benefits of this means of compensation.—Editor’s 


Note. 


HE question which serves to title the 
|. editorial “Is Profit-Sharing an An- 
swer?” raises another question in the read- 
er’s mind, “Answer to What?” The answer 
is supplied in the opening paragraph as one 
of means to allay “public misunderstand- 
ing” on the subject of large corporate 
profits. In my opinion the question should 
properly have been directed toward the end 
of ascertaining whether profit-sharing 
would solve the twin problems of equitable 
division of earnings and stable relations. 
I am inclined to share the general view of 
labor that it would not. 

The major premise is advanced that profit 
sharing would align employee interests 
with those of their company; would operate 
as an incentive to productivity, and thus 
eliminate present antagonisms between 
capital and labor. This implies that labor 
in the present situation has no stake in the 
prosperity of industry and therefore no 
interest in contributing thereto. This is 
not the attitude of labor. The productive 
well-béing of our economy and of the in- 
dustrial firms which compose it is very 
much the interest of labor, whose own well- 
being depends on efficient production com- 
mensurate with our capacity to produce. 


A Matter of Dividing the Fruits 


T is at the point of division of the fruits 

of production that conflict between em- 
ployers and employees develops, which ex- 
cessive corporate profits only serve to un- 
derscore. The problem is posed graphically 
when, as at the present time, corporate 
profits evoke the public criticism or “mis- 
understanding” to which you call attention. 
The solution is not to ask labor to align it- 


self with a policy of excessive accumulation 
of profits, but to control the policy itself. 

In my judgment, the effective way of 
controlling the situation—and thus the 
pressure-group attacks which you lament— 
is to encourage and support a policy of fair 
wages arrived at through collective bargain- 
ing, low prices by passing on a fair share 
of the savings of productive efficiency to 
consumers, and social taxation for such 
community obligations as medical and old 
age insurance, adequate unemployment 
compensation, and the like. Such a policy 
actively supported by business, as it is by 
labor, would be predicated on a fair return 
to capital at the same time that it would 
insure control of the very features of busi- 
ness enterprise which now give rise to the 
antagonisms which profit-sharing propo- 
nents hope to solve. 

While the foregoing observations are 
general in nature, they should assist in un- 
derstanding the more specific objections 
labor has against the principle of “profit- 
sharing.” 


Implement to Collective Bargaining 


OWHERE in the editorial is there any 

reference to the role to be played by 
collective bargaining. There is omitted all 
mention of effective participation of the em- 
ployees through their trade unions. This 
gives rise to the reflection that the plan, 
as conceived in your editorial, would be 
unilaterally evolved and installed by man- 
agement with such employee participation 
as management may unilaterally desire. 
Reference to the Lincoln Electric plan is a 
case in point. As I understand it, the com- 
pany regards collective bargaining as a 





862 


“civil war”, and takes pride in the fact that 
there is no labor union in its plant. 

It is obvious that any plan based on the 
principle that collective bargaining is a 
“civil-war” will meet with little sympathy 
from employees who through the years have 
learned the necessity of union organization. 
Assuming, however, that the plan does em- 
brace the idea of continued recognition of 
collective bargaining where it exists: to 
what extent would collective bargaining be 
effectively implemented in the installation 
and administration of profit-sharing plans? 

Business decisions on which the prospect 
of profits directly depends are decisions made 
with full knowledge of the factors which 
enter into the calculation of costs and prices. 
They are decisions of policy which include 
questions of capital investment and markets, 
as well as the mechanics themselves of pro- 
ductive operations. Prospective profits are 
thus determined on a policy level which 
management has hitherto regarded as its 
exclusive prerogative. Would employees 
through their bona fide collective bargain- 
ing representatives be invited to participate 
in management policy? Only on such a basis 
could there be that effective partnership to 
which the proponents of profit-sharing plans 
pretend. Your editorial gives no guidance 
in this respect. 


The Dead Hand of Paternalism 


ILENCE here raises an important point 

—suspicion frequently voiced by labor 
that profit-sharing is intended to substitute 
for collective bargaining. Employee earn- 
ings would vary with the fluctuations in the 
employer’s business, and ability to pay 
would become the.sole measure of wages 
above whatever minimum the employer saw 
fit to establish. Profit-sharing could be 
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utilized to reject wage demands justified 
on the basis of established criteria. Yet 
employers themselves are most articulate, 
as in the General Motors case, in repudiat- 
ing the theory of “ability to pay” as even a 
relevant factor in wage determinations. 

It is obvious that there can be no substi- 
tute for equitable compensation for services 
performed. The services performed by 
workers in industry are susceptible of direct 
measurement, and wages and salaries are 
direct means of remuneration. The various 
criteria applied have been tested by time 
and in the process of collective bargaining 
and what the nation has come to accept as 
necessary. 


In wage determinations, therefore, there 
can be no substitute for direct bargain- 
ing between management and employees 
through their freely-chosen representatives. 
Any profit-sharing plan which neglects this 
vital factor is little more than a veiled at- 
tack on the right of labor to organize for 
the purpose of bargaining equality with 
management. It would be nothing more 
than the paternalism from the hey-day of 
company unionism with which, it may be 
observed, many profit-sharing schemes have 
been intimately associated. 


I do not intend to depreciate the sincerity 
of many proponents of profit-sharing as a 
contribution to stability in industrial re- 
lations. But I find it necessary to warn 
against the pitfalls which to date have 
brought many of these plans into disrepute. 
Any proposal which undermines collective 
bargaining as the cornerstone of stability 
in industrial relations will meet with un- 
qualified hostility in plants where there are 
unions, and with sharp mistrust in those 
plants still unorganized but where employ- 
ees are increasingly seeking effective repre- 
sentation in dealings with management. 

On the other hand, I think that profit- 
sharing plans might be received sympa- 


‘thetically by both labor and the general 


public (of which labor forms the major 
part) if this gave full recognition to the 
following principles: 


1. Sincere and effective recognition of col- 
lective bargaining with bona fide trade 
unions; 

. Collective bargaining in all matters re- 
lating to wages and working conditions 
in accordance with established criteria; 

. Clear understanding that profit-sharing 
will not be used to offset justified wage 
increases; 





M4. The maintenance of a level of profits 

| which reflects simultaneously equitable 

| wages to workers determined by collec- 
tive bargaining and the lowest possible 
prices to consumers. 


My comments on your editorial might be 
summarized briefly in the statement that 
there can be no satisfactory substitute for 
bona fide collective bargaining on wages 
and related matters if the ultimate objective 
is equitable division of earnings, mutual 
trust between management and labor, and 
resultant productive efficiency; and that the 
question of high corporate profits is a policy 
matter of interest to labor, management, 
and the public.” 


Editor’s reply to Mr. Harrison: 


You raise some most pertinent points, the 
difference being mainly due to the fact that we 
attempted to confine our editorial to objectives 
rather than methods at this point—except to 
suggest the “reserves” idea as a means of mak- 
ing such plans workable. 

I incline to think that there is a parallel be- 
tween payroll for workers and for capital, inas- 
much as the employee should have the “going 
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rate” for basic pay, and also get benefits of the 
prosperity which is a joint product of mana- 
gers, machines and men. This is somewhat like 
the role of the bond and stock. It is one of the 
most difficult things in the world to measure 
individual worth in dollars, in so many cases, 
and in profit-sharing I look for a means of 
evening up discrepancies of an arbitrary 
schedule. 


Profit Sharing Plan Successful 


Girard Trust Company, Philadelphia, has 
experienced an exceptionally favorable reaction 
to the profit sharing trust approved by its 
shareholders in December. Vice President Basil 
L. Harlow advises that the plan will be of 
decided importance in maintaining employee 
morale. Under the plan employees will share 
in 15% of all profits over 6% of the bank’s 
capital funds. Employees earning $3,000 or 
less will receive the full amount of their profit 
sharing in cash. Those earning from $3,000 to 
$8,500 will receive a cash distribution of the 
first $3,000 of earnings with the balance being 
held in trust for them, as will be the full share 
of employees earning more than $8,500. Dis- 
tribution for 1945 amounted to 8.8% of salaries. 





WICKENDEN, MORSS AND ASSOCIATES 


Consultants — Employee Benefit Planning 


NEW YORK PHILADELPHIA 


Announce an association in Canada with 


WILLIAM M. MERCER LIMITED 


Employee Benefit Programmes 


VANCOUVER TORONTO MONTREAL 


The established facilities and experience of both 
firms are now available to trust officers and their 
clients on both sides of the border. United States 
corporations with Canadian subsidiaries and 
Canadian companies with American affiliates may 
now engineer carefully coordinated plans for all 
employee groups. 


Trust officers may obtain booklets outlining plans 
installed upon request. 


295 Madison Avenue 
New York 17 


Widener Building 
Philadelphia 7 
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What happened to our 
110 million dollars ? 


1 During 1943, Union Oil Company 
took in 110 million dollars from the 
sale of its products. But at the end of 
the year, the people who own the com- 
pany (and there are more than 31,000 
of them) wound up with just 44% of 
this in dividends. What happened to 


4 6 million was paid out to local, state 

and federal governments in taxes. 
Interest charges took another 1 million, 
and 1% million was put into a wartime 
contingency fund we've had to set up 
because of abnormal operating condi- 
tions. The last 2% million was plowed 
back into the business. 


Well, the largest single share, 342 

million dollars, was paid out for 
the raw materials from which we manu- 
facture our finished products. The next 
largest, 24% million, went to Union Oil 
employees who gotapproximately $5.21 
in wages and salaries for every $1.00 
that went to the stockholders. 


Raw Materials $6 million Taxes 

Wages & Salaries 44 million Dividends 

Depreciation 2% million Surplus 

Materials, Sup- 1% million War Contingency 
plies, etc. Fund 

Transportation 1 million Interest 


5 That left just 41 million to be paid 

out in dividends to the 31,375 
Americans who own Union Oil —an 
average of $148.73 per stockholder. 
Since these stockholders financed all th - 
oil wells, refineries, service stations, etc., 
without which we simply couldn’t do 
business... 


* * * * * 
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3 Another 14 million went for depre- 

ciation of tools, oil fields and equip- 
ment—all of which have to be replaced 
as fast as, we “wear them out.”’ 13 mil- 
lion went for materials, supplies, re- 
search and other expense. 8% million 
was spent in transporting our products 
to our customers. 


& ...this seems a reasonable enough 
return. For the only alternative to 
this private financing of American indus- 
tries would be government ownership, 
which would eliminate the freedom of 
the individual, the efficiency of a free 
economy, and that all-important human 
incentive—competition. 


One of advertisements reproduced in Union Oil Co.’s 
“America’s FIFTH Freedom is Private Enterprise.” 
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IF YOU WANT TO KEEP FREE ENTERPRISE— 
ADVERTISE ITS BENEFITS! 


A Trusts and Estates Report upon the “Institutional Advertising” of Private Enterprise 


NINFORMED and unadvised, a 

twentieth-century world beats few 
paths — no matter how improved or 
how efficient the mousetrap. The scien- 
tific arts of advertising are premised 
upon the fact that man’s wants, insatia- 
ble though they are, are intensified with 
understanding or knowledge and are di- 
rected to those things which, through 
repetitious explanation, are most famil- 
iar. Thus the greatest consumer accept- 
ance, the greatest sale, is achieved by 
those products which are most effective- 
ly and continuously reported. 

And this acceptance is not restricted 
to such tangible things as automobiles, 
radios and washing machines. The pres- 
ent scars of the death and destruction of 
war are all-too-evident reminders of 


the fact that thoughts, ideologies and 
ways-of-life, no matter how delusory or 
dangerous, may, for a time, be made 
similarly “‘saleable.” 


It is dangerous wishful thinking to wait 
for the facts of business to assert them- 
selves in the markets where communism, 
fascism, socialism and their offspring eat 
away the foundations of free enterprise. 
As the manufacturer of the best products 
properly and wisely continues to direct 
public attention to it, so should the insti- 
tutions dependent on a system of private 
corporate enterprise publicly report and ex- 
plain this mode of operation and its bene- 
fits. 


A number of the more alert corporations 
have recognized this responsibility of pub- 
licizing the basic facts of corporate econom- 
ics and have used “institutional advertise- 
ments” in newspapers and magazines to 
provide reminders of the various, too-often- 
forgotten features of corporate operations. 
A brief review of these public reports which 
have appeared in the past few years reveals 
the wide range of informative, current 
topics and their effective explanations of 
the nature and purpose of corporate activity 


and of the myriad benefits of our system of 
enterprise. 


Who’s A Capitalist? 


NE of the important economic charac- 

teristics of the corporation is its ser- 
vice as a device for providing an effective 
use of aggregations of capital, permitting 
small individual savings to be invested in 
a large-scale industry or service. The mod- 
ern corporation receives its capital from 
many persons, few, if any, of whom would 
deserve the derogatory application of the 
term “capitalist”. This feature of the cor- 
poration has been explained in advertise- 
ments of Dominion Stores, Ltd., picturing 
owner groups (as dentists, printers, nurses, 
students, etc.) and reporting the percentage 
of the total shareholders represented by 
each. The Union Oil Company! invited its 
readers to “Meet 14 Capitalists”. The Re- 
public Steel Corporation used pictorial maps 
to emphasize that “All Kinds of People 
Own Republic”. The copy of Republic’s 
advertisement, one of a series that has re- 
lated facts, cases, human interest illustra- 
tion, layout and color in a most effective 
manner, states: 


“Like most other big industrial organiza- 
tions in this country, Republic Steel is own- 
ed by men and women from all over Amer- 
ica — all kinds of people, 60,000 of them. 


“Here you'll find a small town lawyer who 
has invested part of his savings in Republic 
stock. 


“The next name may be that of a widow, 
who, with part of her insurance money, has 
become one of the people who own Re- 
public. 


“Then may come a young couple, already 
starting a series of modest investments 
which they hope to build into security for 
the coming years. 


1In response to wide reader interest, the 
Union Oil Company reproduced its series of 
advertisements dedicated to a discussion of 
how and why American business functions 
which appeared in west coast newspapers and 
a selected group of national magazines as a 
brochure—‘America’s Fifth Freedom is Free 
Enterprise.”—See page opposite. 





All Kinds of People Own 


Like most other big industrial organizations in 
this country, Republic Steel is owned by men 
and women from all over America—all kinds 


of people, 60,000 of them. 


Here you'll find a small town lawyer who has 
invested part of his savings in Republic stock. 


The next name may be that of a widow, who, 
with part of her insurance money, has become 
one of the people who own Republic. 


Then may come a young couple, already start- 
ing a series of modest investments which they 
hope to build into security for the coming years. 


Many Republic emiployees are part owners of 
the company where they work. And there are 
farmers, storekeepers, hospitals, soldiers and 
sailors, schools, churches—people and organiza- 
tions in every state in the Union. 


So, when you think of Republic, think of it as a 
business owned, not by a small group of bankers 
and wealthy men, but by all kinds of people! 


Like most stockholders, these 60,000 owners of 
Republic Steel know that they must be content 


Reproduction of 


with small earnings today—around two cents out 
of every Republic dollar in recent years—some- 
thing less than one-fifth of the amount Republic 
pays each year in taxes. 


But they also know that their invested money 
is working in many ways vital to our country’s 
safety today and important to its future. 


It is employed in turning out great quantities 
of war materiel, and many things needed for 
essential home front activities. 


It is helping to provide jobs for the many thou- 
sands of Republic workers, and to promote their 
safety, protect their health, add to their security. 


This invested money has helped Republic to wel- 
come back and re-employ more than 1,800 former 
employees released from the armed services. 


It is conducting research projects which will 
create new processes and products, open new 
markets and make more jobs for more people. 


It has built and steadily expanded a great busi- 
ness—one of the three largest in the gigantic 
steel industry. It is a business which reaches into 


* * * * * 


Republic Steel Corporation’s 


referred to in text. 
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Republic 


every section of the nation, providing work for 
tens of thousands, serving all America, both in 
war and in peace. 


A business of all kinds of people, by all kinds 
of people and for all kinds of people! 


REPUBLIC PORTABLE PIPE 
SPEEDS ALLIED VICTORY 


Supplying gasoline to our advancing armies 
during the North African and European in- 
vasions was a colossal job. * It was made 
possible by “invasion pipe lines”. . . portable 
steel pipe, in easy-to-carry, quickly joined 
lengths which could be rapidly laid over all 
types of terrain close on the heels of advancing 
troops. * Republic made the first 1000 miles 
of 4-inch portable pipe. Since then Republic 
has produced an additional 2000 miles, plus 
1500 miles of 6-inch pipe. * Republic's pro- 
duction of electric welded tubular goods—the 
world’s largest—also serves industry and the 
home in many ways. Products include oil well 
casing and tubing—line pipe for oil, gas, gaso- 
line and water—and quality pipe for plumbing, 
heating and water lines in buildings and homes. 


advertisement 





“Many Republic employees are part own- 
ers of the company where they work. And 
there are farmers, storekeepers, hospitals, 
soldiers and sailors, schools, churches — 
people and organizations in every state in 
the Union. 

“So, when you think of Republic, think 
of it as a business owned, not by a small 
group of bankers and wealthy men, but by 
all kinds of people... .” 


The Benefits Of Tools 


N corporate enterprise the capital in- 

vested by these many owners is used to 
provide the tools which make human effort 
modernly productive—of better goods and 
better pay. Thus does corporate capital also 
provide job opportunities and higher stand- 
ards of working conditions, paid from in- 
creased productivity of man plus machine. 
The Evansville Co-operative League has 
“advertised” : 


“Factory jobs don’t just happen. 

“They have to be planned and equipped— 
backed up by money — a lot of money! 

“Out at SUNBEAM, for instance, there 
are several jobs that called for the invest- 
ment of $14,732 each in necessary equip- 
ment, $14,732 just to make one job for one 
worker. 

“And that’s not the highest-priced job at 
SUNBEAM — there’s one that cost $23,- 
411.20 to equip... .” 


A column by “Jim Asbestos” explained 
for the Johns-Manville Company that: 


“There have to be machines to work with, 
buildings and a lot of other things. The 
stockholders who own the company provide 
the money for these. J-M has about 8,200 
stockholders. They help to make jobs. Their 
stake in the company amounts to about 
$55,000,000 — or $4,200 for each of J-M’s 
13,000 jobholders.” 


The arresting lead on a Union Oil Com- 
pany “institutional” story reported “It cost 
$35,000 to get this man a job.” 

Institutional advertisements of the Ed- 
ward G. Budd Manufacturing Company, 
J. I. Case Company, and the Warner & 
Swasey Company? have emphasized that 
wages come from production and that labor’s 


*Warner & Swasey has advertised many 
other aspects of the economics of business. 
Arresting leads in the Warner & Swasey series 
include: “You’d think Americans still believed 


in Santa Claus’, “ ‘Something for nothing’ is. 


sucker bait”, 
the wealth’ ”, 
troy jobs” etc. 


“Why nobody can ‘distribute 
“Sometimes governments des- 
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productivity is increased by the efficient use 
of tools. 


What Makes Wages? 


N reporting the amicable negotiations 
| of a wage contract, the Budd Company 
pointed out that: “It is a source of gratifica- 
tion to the Company that we have been able 
to provide these higher wages to our em- 
ployees. High wages, in our opinion, are 
not inflationary, if they are earned. More 
jobs, at higher pay, are always possible 
through greater productivity.” 

This view is keynoted in the signed state- 
ment of the company president, Mr. Edward 
Budd: 


“TI believe in high earnings, for when an 
employe earns a higa wage he benefits 
through better things for himself and his 
family, and the public in turn benefits 
through better products at lower cost.” 


To explain “The Weapons of Democracy” 
during the war, the Warner & Swasey sae 
copy which reported: 


“The tools you operate are both the 
weapons and the badge of democracy and 
freedom. ... 
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100 TAES AS MANY J08! 

FOR WORKERS OF EVANSVILLE 

WAGES PER WORKER ARE NOW 
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Newspaper copy used by Evansville 


Co-operative League, mentioned in text. 





“Out of what you produce comes — first 
— your wage, then the taxes for the right 
to live in freedom, and then a small wage 
to the capital which buys and maintains 
the place in which you work. The more you 
produce and the better your product, the 
more you are worth to society and the more 
you will earn.” 


J. I. Case provided an illustration of the 
economics of tools in an advertisement that 
noted, in language easily understood in the 
daily experience of its audience: 


“It’s an extra fast hand husker who 
brings in 100 bushels of corn per day. Under 
similar conditions, in fairly high-yielding 
corn, the man with the two-row mechanical 
picker harvests 1,000 bushels. 

“To figure the gain simply as labor sav- 
ings, corrected for machinery charges, falls 
far short of the complete story. It ignores 
the availability of labor, and the losses due 
to delay in getting corn out of the field. The 
criterion of the corn picker, or of any farm 
machine, is the amount by which it multi- 
plies productive capacity per man... .” 


Reader Interest in Financial Items 


MPHASIS upon the accounting aspects 
in providing corporate owners and the 
public with financial reports of business 
operations has not facilitated a common 
understanding and “acceptance” of the 
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nature of business revenues, payments and 
reserves. 


Explanation of the relationships, the size, 
source and characteristics of those factors 
which make up the corporate operating 
results is necessary to show the nature and 
significance of wages, depreciation, taxes, 
profits and corporate surplus and reserves. 

By using “ad” copy and layout for the 
data of their annual report, the Borden 
Company, Dominion Stores, Ltd., General 
Mills, and the Union Oil Company got reader 
attention for a lesson in corporate eco- 
nomics. The cash registers of Dominion 
Stores and Union Oil, the cartoons of 
General Mills, and Borden’s “Elsie” all 
served to explain the financial mechanics of 
corporate operations. 


The meaning and purpose of corporate 
surplus and reserves have merited special 
attention in “institutional advertising”. 
The General Electric Company, the Evans- 
ville Co-operative League, Gray Manu- 
facturing Company, et. al., have reported 
the need for retained earnings—as surplus 
or reserves—to provide for tiding over the 
“rainy days”, to finance acquisition of new 
tools to provide more and better jobs, etc. 
General Electric explained the corporate 
need for “seed money” thus: 


“There’s only one thing more foolish than 
killing the goose that lays the golden eggs. 
That’s living up the money that has been 
put away to buy the seed for next year’s 
crops. 


“Although G-E turbines and lamps and 
refrigerators don’t grow from any seed 
you can buy at a seed store, yet any manu- 
facturer — no matter what he makes — 
has a seed problem just the same. For next 
year’s models, and improved designs, and 
new products — all these cost money. 
Money for research, and engineering, and 
new tools, and advertising to tell the public 
where a product can be obtained, and how 
much it will cost. 

“‘And the only place this money can come 
from is out of past earnings, or borrowing 
on the promise of earnings in the future. 
In other words — from seed money... .” 


The Role of Profits 


HE “Plant Food” story of the Evans- 
ville Co-operative League began (see 
illustration above) : 

“A plant won’t grow unless it is nour- 
ished. This is as true of an industrial plant 
as it is of the plant in your garden or on 
your porch. 





“The surest way to make an industrial 
plant grow is to nourish it generously and 
constantly by ‘plowing back’ into the busi- 
ness considerable portions of the profits. 

“If there are no profits—or if manage- 
ment or owners pay out all of the profits as 
dividends, the plant cannot grow—too often 
it withers and dies. 

“When a plant fails, ownership loses its 
investment — management is kicked out — 
workers lose their jobs—certainly there 
are no additional jobs for new workers. 

“What a different story there is to tell 
though when management is alert enough 
and aggressive enough to earn profits, and 
when ownership has sufficient foresight to 
leave a good part of those profits in the 
business for growth and expansion....” 

Gray Manufacturing Co. angled their 
copy to show need for corporate reserves: 


“After wages, material costs, mainten- 
ance, taxes and money-rent have been paid, 
there should still be something left. A sound 
business must lay aside each year a fund 
for improving its products and methods... 
and here lies the progress in profit. Even in 
peacetime, few businesses make all ex- 
penses every year. If money isn’t laid aside 
in good years to pay expenses in bad ones, 
the company will have trouble, and there’ll 
be that many fewer jobs. Right now there’s 
need for large funds of this kind for con- 
version to peace products... .” 


Free Enterprise Does These Things 


EYOND the nature and benefits of 
corporate operation there is the broader 
area of free enterprise. It too provides a 
fertile field for “institutional advertising”’’, 
for as one of the Republic Steel’s series 
explained, during the last year of the war: 
“It offers opportunity to anyone who real- 
ly wants it. It rewards thrift, hard work 
and ingenuity. It thrives on competition 
and raises our standard of living. It en- 
courages invention, stimulates research and 
promotes progress .... 

“Under Free Enterprise men who have 
faith in an idea can take risks to develop 
it. Our railways started that way. So 
did the motor car industry—and oil and 
steel and aviation and scientific mechan- 
ized farming. 

“Free Enterprise made small farms and 
factories into big ones—and then started 
more small ones. And now, fighting a des- 
perate war in which production will turn 
the scale, America is out-producing every 
country in the world, hands down—and is 
doing it faster and better... .” 
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Free enterprise—or the “Profit-and-Loss 
System’”—as it encourages the start and 
promotes the growth of business, is a maker 
of opportunities for more jobs for more 
people at higher wages. The “product ap- 
peals” have been effectively emphasized in 
General Food’s series of advertisements 
reporting the personalities and the events 
that combined to initiate a new or better 
product. Thus a new business, and new 
jobs, were the result of individual effort 
and perseverance and the rewards of pri- 
vate enterprise. And it has been private 
enterprise which fostered the growth of 
the industries providing the job prospects 
described by the Chesapeake and Ohio Rail- 
road in its series publicly reporting the 
prospects of postwar employment. 


Private vs. Public Management 


HERE are other explanations to be 

made of the advantages of private en- 
terprise and private management. Using 
“institutional” copy, the Norfolk and West- 
ern Railway stressed the public advantages 
and savings arising from the private owner- 
ship and control of the nation’s railroads 
during World War II. The company ex- 
plained: 





ANCILLARY ADMINISTRATION 
IN NEW YORK STATE 


INQUIRIES invited from attorneys and 
trust institutions of other states. 

Our affiliation with 19 other Marine 
Midland Banks throughout the state 
gives you the additional advantage of 
having a fiduciary with 

close contacts in 41 

cities and towns. 


Member Federal Deposit 
Insurance Corporation 


MARINE 


TRUST COMPANY 
OF BUFFALO 


A Marine Midland Bank 
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MANUFACTURING COMPANY 


MARTPORD COMMECTICOUT - 280 PARK AVENUE. NEW TORE 


Gray Mfg. Co. ad cited in text. 





“In the last war, the operation of the 
railroads took money out of the United 
States Treasury. 
“In this one, the railroads are putting 
money into the Treasury. 
“In the last war, when the Government 
took over the railroads, even though freight 
rates and passenger fares were raised, Con- 
gress had to appropriate over $1,600,000,000 
to meet deficits. 
“In this war, the railroads have been 
managed by their owners. A far bigger and 
better transportation job has been done. 
And, since Pearl Harbor, the railroads have 
turned into the United States Treasury the 
tremendous sum of $3,250,000,000 in Taxes 
— and today are paying federal taxes at 
the rate of nearly $4,250,000 every 24 
hours. 
“And, on top of all this, the railroads in 
the same months since Pearl Harbor have 
paid for the support of state, county and 
city governments another $750,000,000 and 
are today paying state and local taxes at 
the rate of $800,000 per day... .” 
Armour and Company in a series of ad- 
vertisements combining product and “eco- 
nomic” copy uses the institutional message 
to “plant a seed of thought’—to bring 
home to the public the value of the service 
rendered by American business: 

“... the modern corporation takes on ad- 
ditional functions. 
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“For example, it acts as tax collector for 
government—national, state and local. 


“By way of illustration, Armour and 
Company in 1943 received from its cus- 
tomers in the selling prices of its products 
the sum of $33,252,020 which the company 
redistributed in taxes to defray the cost of 
war and the regular running expenses of 
the government.” 

The Oklahoma Gas & Electric Company 
has devoted a number of advertisements to 
the factual aspects of the governmental 
operation of The Tennessee Valley Authori- 
ty. In answering “Does TVA electric power 
build a vast industrial empire”, the com- 
pany reported: 


“Records independent of both TVA and 
the electric utilities show that during the 
years from 1933 to 1939, the states of Ala- 
bama, Georgia and Mississippi gained 50 
per cent in the number of manufacturing 
establishments. 


“Tennessee was under with a gain of 
47 per cent. 

“During the same years the value of 
manufactured goods increased 90 per cent 
in Alabama, Georgia and Mississippi. 


“Tennessee was under with a gain of 88 
per cent.” 


Big Business — Big Jobs 
ITH private enterprise, business can 
grow to fit its job, or as General 
Electric advertisements on “Big Business” 
have stated: 

“A lot of the writing and talking that’s 
going on these days about “big” business 
seems to miss one pretty important point. 
In judging bigness solely by such things as 
number of employees, size of payrolls, or 
volume of sales, it overlooks the size of the 
job the particular business is required to 
do. 

“After all, any business exists because 
there’s a demand for the things it produces 
or the services it renders. And it must 
either grow to the size necessary to satisfy 
these demands, or else make way for a 
competitor that can provide what is 
wanted....” 

All of this corporate advertising reveals 
that there is a wide market for private 
enterprise and many benefits to be “sold” 
and “resold”. A corporation can take just 
pride in the honest selling of that “product” 
for its worth has been tested and proved by 
the highest of standards. Private enter- 
prise means freedom for both employee 


and investor, rewards for productivity—or 
as Republic Steel has so aptly and more 
completely suggested: 

“Whether you work for somebody else— 
or some day employ other people in a busi- 
ness of your own—yow’re free in America. 

“And that is important. 


“It’s that very freedom for individuals, 
industry and agriculture that provides in- 
centive, creates competition, permits busi- 
ness to grow, makes jobs, increases pro- 
duction, lowers costs and raises wages. 


“That’s the American way. 

“In this country we have always en- 
couraged inventive skill and ingenuity. 

“Here, most of us take pride in honest 
work and achievement. 

“The highest standard of living in the 
vorld is the result. 

“And that is something to think about ..” 

Yes, that is something to think about. 
And it’s something to talk about—out loud, 
in attractive layout. with pointed illustra- 
tions. And above all, in facts and situations 
that fit into the average layman’s daily life 
and experience good advertising has sold 
the products of American enterprise. Now 
it seems more important that American 
enterprise itself be sold. 


The oldest Trust 


company in Canada, 


specially equipped to 
act in all trust and 
agency Capacities. 


mH TORONTO GENERAL 
TRUSTS 


CORPORATION 


HEAD OFFICE TORONTO BRANCHES IN 
OTTAWA, MONTREAL, WINDSOR, WINNIPEG, REGINA, 
SASKATOON, CALGARY, EDMONTON, VANCOUVER 


WE INVITE YOUR INQUIRY 








COMMITTEE TO STUDY PUBLIC DEBT POLICY 


The management of the 275 billion dollar 
national debt and its effect on the common 
welfare will be the subject of an extensive 
research by a newly-formed Committee on 
Public Debt Policy. W. Randolph Burgess, 
Vice Chairman of the National City Bank of 
New York, will serve as chairman of the com- 
mittee, composed of leaders in life insurance, 
commercial and savings banks, business and 
universities, with a group of economists as 
consultants. A full-time staff will be maintain- 
ed with offices in the Mutual Life Building, 34 
Nassau Street, New York. 


The general pattern of the study, financed 
by a $100,000 grant from the Falk Foundation 
of Pittsburgh, will be similar to the tax study 
published under the caption “A Tax Program 
for a Solvent America.” 


The committee proposes to publish its study 
and recommendations in a series of short, 
simply written pamphlets, for wide circulation. 
The implications of the debt to prices, to pur- 
chasing power of money and savings, effects 
upon economic incentives and interest rates, 
floating debt and debt retirement will be given 


special attention, as well as interrelationships 
with financial institutions such as savings and 
commercial banks, life insurance companies 
and trust funds. 

Other members of the committee are as fol- 
lows: John S. Sinclair, New York Life Insur- 
ance Company (vice chairman), Donald B. 
Woodward, The Mutual Life Insurance Com- 
pany of New York, (secretary), Gen. Leonard 
P. Ayres, The Cleveland Trust Company; Dan- 
iel W. Bell, American Security Trust Company 
of Washington, D. C.; E. E. Brown, First 
National Bank of Chicago; Lewis W. Douglas, 
The Mutual Life Insurance Company; Marion 
B. Folsom, Eastman Kodak Company; Robert 
L. Garner, General Foods Corporation; Harold 
M. Groves, University of Wisconsin; Wesley C. 
Mitchell, Columbia University; B. U. Ratch- 
ford, Duke University; Earl B. Schwulst, Bow- 
ery Savings Bank of New. York City; G. Wil- 
lard Smith, New England Mutual Life Insur- 
ance Company; Levi B. Smith, Burlington 
(Vt.) Savings Bank; A. L. M. Wiggins of 
Hartsville, S. C. The Director of Research is 
Professor James J. O’Leary, formerly of Wes- 
leyan University. 
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A CONNECTICUT GENERAL 
UNDERWRITER CAN 
DEVELOP CLIENTS 


= FOR YOU 
y, << 


WD 


From the very nature of their operation Life 
Underwriters are in daily contact with many clients who need the services 
of a competent Trust Officer. Connecticut General Life Underwriters, 
thoroughly trained in estate analysis and planning, and backed by the 
technical services of the Company’s Advisory Bureau, approach the client’s 
problems on a broad basis and not simply on an analysis of insurance 
needs. Hence, when trust or legal service is indicated, and this is very 
often the case, clients are advised to employ the services of a Trust Officer 
or Lawyer, and the Connecticut General Life Underwriter works closely 
with these men to correlate his professional service with theirs. Through 
this relationship of Life Underwriter, Trust Officer and Lawyer, the client 


receives the best possible advice on all matters pertaining to his estate. 


When the card reads “Connecticut General,” the man waiting to see you 
may prove to be an important source of new clients for Trust service. He 


is worth seeing. 


CONNECTICUT GENERAL 
LIFE INSURANCE COMPANY 


HARTFORD, CONNECTICUT 





STANDARD CLAUSES FOR WILLS 


Tested Forms for Testamentary Trusts 


RALPH R. NEUHOFF 
Neuhoff & Millar, St. Louis, Missouri 


Mr. Neuhoff, a practicing attorney of thirty years’ experience, is a 
member of the faculty of Washington University School of Law. He is a 
versatile writer, having contributed numerous articles to Trusts and Es- 
tates and other magazines of national circulation upon such widely diver- 
sified subjects as bankruptcy, international law, trusts, and the legal and 
economic phases of taxation. He is in frequent demand as a speaker and 
lecturer on legal and economic subjects, and is a member of the American, 
Missouri, and St. Louis Bar Associations, the National Association of Cost 
Accountants, and the American Economic Association. 

Mr. Neuhoff has spent a decade or more in perfecting this system 
for drafting wills and testamentary trusts. We are privileged to publish 
it — in a series of installments of which this is the second.—Editor’s Note. 


Son’s share alternately goes to his wife first 
and then to testator’s other children be- 
fore going to son’s descendants No. F 29 


If my said son, A, does not survive me, 
then his share of said property shall go in- 
stead to his wife, D, if living at my death, 
and in case she does not survive me, then 
such share shall go instead to my said son, 
B, and my said daughter, C, in equal parts, 
share and share alike, if living at my death, 
or to the survivor of them if either of them 
fails to survive me, and in case neither of 
them shall survive me, then such share shall 
go instead to the children of my said son, A, 
in equal parts, share and share alike, or to 
their respective descendants, if any, per 
stirpes, if any of them shall predecease me. 


Alternate disposition to sons’ widows 
No. F 30 


In the event any of my said sons shall pre- 
decease me and shall leave no descendants 
living at the date of my death, then the 
share or shares of such son or sons shall go 
instead to the widow of said son, if living, 
absolutely, but if there be no such widow 
then living, then the share of such deceased 
son shall go instead to increase the shares or 
share of the survivors or survivor of my 
said sons and their descendants per stirpes, 
or widows, as the case may be. 


Shares to drop out when No. F 31 


[n every case where I have provided above 
that a share shall go to the descendants, per 
Stirpes, of any child or children of my sons 
or daughters and there be no such descen- 


dants living at my death, then the share 
which would have gone to such descendants 
if living shall drop out, thereby increasing 
proportionately the respective shares of the 
other takers hereunder. 


Bequests to a list of persons with provision 
for representation and lapse No. F 32 


If neither my husband nor any child or 
descendant of a child of mine shall survive 
me, then, in that event, in lieu of the pro- 
visions hereinabove set out, I now provide 
that all of said rest, residue and remainder 
of my property shall go instead, absolutely 
and free from trust, equally to the following 
named persons, to wit: 

. eee 
{ pees 
_ of , son of 

If any of the foregoing named persons 
shall fail to survive me, and shall leave a 
descendant or descendants living at my 
death, such descendants shall represent 
their ancestor and take said ancestor’s share 
per stirpes, otherwise the share of such de- 
cedent shall drop out, thereby increasing the 
shares of the others of said foregoing 


named persons or their descendants, as the 
case may be. 


Everything to husband, disinheriting 
daughter No. F 33. 
(This paragraph is a copy of E 24 and is here 

repeated for convenience.) 

All of the rest, residue and remainder of 
my property, real and personal, wherever 
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situate and whether acquired before or after 
the execution of this Will, I give, devise and 
bequeath to my husband, A, as his own abso- 
lutely, provided that he survives me, and in 
such event neither my daughter, B, nor any 
other descendant of mine shall receive any- 
thing under this Will for the reason that 
she and they have been adequately provided 
for. If my husband fails to survive me, said 
property shall go instead as provided below. 


Class G. Creation of Trust 


Residue in trust No. G 34 


I give, devise and bequeath all the rest, 
residue and remainder of my property, real 
and personal, wherever situate, and whether 
acquired before or after the execution of 
this Will, to A and B. of the 

<_ - fee 66 Ce 
however, for the following purposes, to wit: 


Residue in trust if A survives testator 
No. G 35 
Provided that A survives me, I give, de- 
vise and bequeath all of the rest, residue 
and remainder of my property, real and 
personal, wherever situate and whether ac- 
quired before or after the execution of this 
Will, unto A and B and their successors, as 
TRUSTEES, to be held IN TRUST by them 
for the following uses and purposes, to wit: 


Separate sum in Trust No. G 36 

I give and bequeath to the TRUSTEES 
hereinafter named, and to their successors 
IN TRUST, the sum of for the 
benefit of A who shall receive the income 
thereof during his life, as hereinbelow pro- 
vided. 

Said sum shall be set apart by my EX- 
ECUTORS either in cash or in securities at 
their fair value as determined by my EX- 
ECUTORS, and any such determination so 
made in good faith shall be binding on all 
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concerned. Such assets shall be turned over 
to said TRUSTEES as promptly as practic- 
able after my death, and the income there- 
on shall be deemed to accrue to said Trust 
Estate from and after the date of my 
death. 


Trust if husband fails to survive testatrix 
No. G 37 


On the other hand, if my husband fails to 
survive me, so that the bequest to him of 
does not become effective, then I 
give, devise and bequeath all of the rest, 
residue and remainder of my property, 
wherever situate and whether acquired be- 
fore or after the execution of this Will, 
unto A and B and their successors, as 
TRUSTEES, to be held IN TRUST by them 
for the following purposes: 


Trust if husband fails to survive testatrix 
—another form No. G 38 


If my husband does not survive me, but I 
am survived by a child or descendant of a 
child of mine, I give, devise and bequeath 
all of the said rest, residue and remainder 
of my property unto A, B and C and the 

Trust Company, a _______. cor- 
poration now located at in the 
City of _.._....... State of _ and 


unto their successors, as TRUSTEES, to 
be held IN TRUST by them for the follow- 
ing uses and purposes: 


Trust if any child under twenty-one years 
No. G 39 
All of my children are now under the age 
of twenty-one (21) years. If at the time of 
my death any of my children then living is 
under the age of twenty-one (21) years, I 
give, devise and bequeath all the rest, resi- 
due and remainder of my property, real and 
personal, wherever situate, and whether 
acquired before or after the execution of 
this Will, to __....___. and 
their successors, IN TRUST, however, for 
the following purposes, to wit: 


Note: This is for ‘the case where a par- 
ent desires one trust for all children if any 
child is under twenty-one years of age, even 
though another child has reached that age. 


Contingent trust for minor No. G 40 


If upon the death of my wife any descen- 
dant of any of my said children should be- 
come entitled to a share of said Trust Estate 
before such descendant has reached the age 
of twenty-one (21) years, then the TRUS- 
TEES shall continue to hold the share of 
any such minor in trust with like powers 





as to management and investment thereof 
as herein set out, governing the Trust 
Estate hereinbefore mentioned, and shall 
use and apply such portions of the net in- 
come derived therefrom and also of the 
principal as the TRUSTEES may deem 
necessary, directly (without the interven- 
tion of a curator or guardian) for the edu- 
cation, care, and support of such minor, any 
unexpended part of the net income to be 
added to the principal and reinvested untii 
such minor reaches the age of twenty-one 
(21) years, at which time the TRUSTEES 
shall transfer, convey, deliver, and pay over 
the property constituting the share of such 
minor to him or her, free from trust, but 
if such minor should die without having 
attained the age of twenty-one (21) years, 
the Trust for the share of such minor shall 
cease at his or her death, and the property 
constituting such Trust Estate shall go in- 
stead directly to those persons who, under 
the laws of the State of then in 
force, would be entitled to receive in distri- 
bution the personal property owned by 
such minor had he or she died intestate at 
that time, and such persons shall receive 


375 


said property in the proportions provided 
by said laws. 


Trust for a minor No. G 41 


If, at the date of my death, any child of 
my said son, A, shall be entitled to a share 
of my estate as above set forth, and shall be 
a minor under the age of twenty-one (21) 
years, then the share of any such minor 
shall not go to him or her but shall go in- 
stead to the Trust Company, a 

_..../...... corporation, and its successors, IN 
TRUST, however, for the benefit of said 
minor in the manner set out below, that is 
to say: 


Class H. Income of Trust, etc. 


Net income to A No. H 42 


The said entire net income of said Trust 
shall be paid to A in monthly or other con- 
venient installments as long as he shall live, 
and upon his death the Trust shall at once 
cease. 


Note: Monthly payment may be too fre- 
quent, in which case substitute quarterly. 





We announce.... 


the 1946 SUPPLEMENT 


FEDERAL ESTATE and GIFT TAXATION 


by RANDOLPH E. PAUL 


Contains a thorough collection of recent cases and authorities, and valuable 
new text material, especially on the 1942 amendments relating to Powers of 


Appointment and Life Insurance. 


Supplement 
$12.50 


Set and Supp. 
$32.50 


For complete information write to your local law book dealer, or 


Little, Brown and Company 


34 Beacon Street, Boston 
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Application of Income in case of disability 
of an adult No. H 43 


If A shall be disabled on account of ill- 
ness or other infirmity, said TRUSTEES 
shall, during said disability, use and apply 
said net income or so much thereof as may 
be necessary, directly (without the inter- 
vention of a curator or guardian) for the 
care, comfort, medical or surgical attention, 
welfare and support of A, any unexpended 
part of the net income to be retained and 
used later, if needed, for the same purposes 
(in the meanwhile being invested just 
as other funds of the Trust are invested) 
and the remainder to be turned over to A 
when said disability shall cease, but if he 
shall die before said disability ceases, then 
said retained income shall be added back to 
the corpus of said Trust. 


Note: In this and subsequent clauses in- 
volving accumulation of income, the local 
rule against accumulations must be con- 
sidered. 


Monthly income for mother No. H 44 


If, however, the Trust above provided in 
Clause hereof for the benefit of 
my mother, A, shall come into existence, 
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then said TRUSTEES shall pay all costs, 
taxes and expenses of the Trust, including 
compensation to said TRUSTEES as here- 
inafter provided, and shall, until the ter- 
mination of the Trust as set forth below, 
pay over and distribute the net income re- 
maining in their hands, to my mother in 
equal monthly or other convenient install- 
ments so long as she shall live, or said 
TRUSTEES may in their discretion from 
time to time expend such net income direct- 
ly, without the intervention of a guardian 
or curator, for the support and care of my 
mother, and the amount of such net income 
remaining unexpended, if any, shall be 
added back to the corpus of the Trust. 


Income to child A and any after born 
children — with representation No. H 45 


The said entire net income of said Trust 
shall be paid in quarterly or other conveni- 
ent installments equally to my daughter, A, 
and to any other child or children that may 
hereafter be born to me; provided that A’s 
share shall be equal to that of any other of 
my children, and provided further that, if 
any of my children shall have died at the 
time of such distribution of income and 
shall leave descendants then living, such 
descendants shall represent their ancestor 
and take such ancestor’s share of income 
per stirpes. 


Income to wife up to a certain amount; re- 
mainder to children No. H 46 


Said TRUSTEES shall pay all expenses 
of the Trust, and, until the termination of 
the Trust as set out in this Will, shall dis- 
burse the net income of said Trust remain- 
ing in their hands at least annually, and, 
in their discretion, make periodical pay- 
ments during the year on account of in- 
come, in the case of my wife and if practic- 
able also in the case of my children, as fol- 
lows, to wit: 

My wife, A, shall receive out of said in- 
come the sum of FOUR THOUSAND 
EIGHT HUNDRED DOLLARS ($4,800.00) 
per year, provided that if the said net in- 
come of said Trust in any one year shall 
not equal said sum, my wife shall receive 
the entire net income for such year. If 
such income shall not equal said sum of 
FOUR THOUSAND EIGHT HUNDRED 
DOLLARS ($4,800.00) in any one year, as 
aforesaid, such difference shall not be cumu- 
lative nor carried over, either in whole or 
in part, from one year to another. 

The remainder of said income, after such 
payment to my .said wife, shall be equally 
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divided among my children, B, C, and D, if 
living, and their descendants, per stirpes, 
if deceased, and my wife, the share of my 
wife being equal to that of a child of mine. 


Application of income where disability 
exists No. H 47 


It may happen that a descendant of one 
of my children will become entitled to re- 
ceive income of a Trust herein provided 
while under the age of twenty-one (21) 
years, or it may happen that my wife or a 
descendant of a child of mine may at some 
time be incapacitated by illness or other 
infirmity. Therefore, during the time of 
such incapacity or being under the age of 
twenty-one (21) years, I direct that said 
TRUSTEES shall expend directly the in- 
come to which my wife or such descendant 
may be entitled (without the intervention 
of a curator or guardian) or such portion 
of such income as may be necessary for the 
education, support, care, sustenance, and 
welfare of my wife or such descendant, as 
the case may be, and the amount remaining 
unexpended shall be separately accumulated 
for the benefit of my wife or such descen- 
dant, as the case may be, until the condition 
occasioning such direct expenditure of in- 
come by said TRUSTEES shall no longer 
exist, and thereupon the income so accumu- 
lated shall be turned over to the beneficiary, 
if living, or, if deceased, shall be distributed 
in the same manner as hereinabove pro- 
vided for the distribution of the corpus of 
said Trust estate upon the termination 
thereof. 


Proviso for minority No. H 48 

And provided also, that if any said bene- 
ficiary shall be disabled on account of illness 
or other infirmity, or shall be a minor under 
the age of twenty-one years, said TRUS- 
TEES shall, in each respective case, during 
said minority or other disability, in their 
discretion and regardless of other sources 
of income or support of said beneficiary, use 
and apply the beneficiary’s share of said 
net income directly (without the inter- 
vention of a curator or guardian) for the 
education, care, comfort, medical or surgi- 
cal attention, welfare and support of the 
respective beneficiary, and the amount not 
so used shall be separately accumulated for 
Said beneficiary and turned over to said 
beneficiary when said minority or other dis- 
ability shall cease; but if said respective 
beneficiary shall die before said disability 
shall cease, then said amount of income so 
accumulated shall be paid over to the Ex- 
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ecutor or Administrator of said beneficiary 
as a part of the decedent’s estate of said 
beneficiary. 


Trustees apply income directly No. H 49 

Said TRUSTEES shall pay all expenses 
of the Trust, including reasonable compen- 
sation to said TRUSTEES, and, until the 
termination of the Trust as set out in this 
Will, shall apply the net income thereof as 
follows, to wit: 


Note: If the amount of trustees’ compen- 
sation is provided elsewhere, eliminate the 
word “reasonable” before “compensation.” 


Support of various persons as needed, not 
necessarily equally—with encroachment 


No. H 50 


They shall expend the same for the 
reasonable care, support, education and 
comfort of A, B, and C, or any of them, or 
the descendants of any of them that may 
have died, in their absolute discretion, as 
I might do if living, not necessarily equally, 
but according to their needs, and if any of 
them have other means of support, then the 
income disbursed for their benefit may be 
decreased or eliminated. Provided that in 
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the event that the income of said Trust shall 
be insufficient for the said purposes, said 
TRUSTEES may, in their discretion, en- 
croach upon the principal of said Trust for 
said purposes, and may entirely consume 
it if need be. 


Note: Useful where A, B and C are chil- 
dren of testator and not competent to look 
after themselves. This makes the trustee a 
substitute for the parent in supplying the 
children according to their needs. 


Income for and disposition of 
corpus No. H 51 


Said TRUSTEES shall pay all expenses 
of the trust, including compensation of said 
TRUSTEES, and shall use and apply such 
portions of the net income derived there- 
from, and also, in their discretion, of the 
principal, as the TRUSTEES may deem 
necessary, directly (without the interven- 
tion of a curator or guardian) for the edu- 
cation, care, and support of such minor, 
and any unexpended part of such income 
shall be added to the principal and rein- 
vested from time to time until such minor 
reaches the age of twenty-one (21) years, 
at which time the TRUSTEES shall trans- 
fer, convey, deliver, and pay over the prop- 
erty constituting the share of such minor 
to him or her, free from trust, and said 
trust shall then and there terminate, but 
if such minor shall die without having at- 
tained the age of twenty-one (21) years, 
the trust for the share of such minor shall 
cease at his or her death, and the property 
constituting such trust estate, after making 
all proper payments therefrom including 
compensation of said TRUSTEES, shall 
vest in and be paid over and distributed to 
his executors, administrators, or heirs at 


support, 
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law (as the case may be) as a part of his 
estate. 


Clauses applicable to several trusts for 
minors—alternate distribution of corpus 
No. H 52 


In the case of each said Trust respective- 
ly, said TRUSTEES shall pay all costs, 
taxes and expenses of the said Trust, includ- 
ing compensation to said TRUSTEES, and 
shall, until the termination of the Trust as 
set forth below, use and apply the net in- 
come thereof, or such portion thereof as 
said, TRUSTEES may deem necessary, 
without the intervention of a curator or 
guardian, for the education, care, support 
and sustenance of the beneficiary of said 
Trust, any unexpended part of said income 
to be added to the principal and reinvested 
until such beneficiary reaches the age of 
twenty-one (21) years or dies without at- 
taining that age, at which time said Trust 
shall cease and said TRUSTEES shall make 
all proper deductions, including TRUS- 
TEES’ commissions, and shall transfer, 
convey, pay over, and distribute the Trust 
assets, free from Trust, to such beneficiary 
if living, but if such beneficiary shall die 
without attaining the age of twenty-one 
(21) years, then said Trust assets shall go 
instead directly to those persons who, under 
the laws of the State of _.....__. then in 
force, would be entitled to receive in distri- 
bution the personal property owned by such 
beneficiary if he or she had died intestate, 
in the proportions provided by said laws. 


No. H 53 


In the event the income available to be 
paid over to my mother, or expended on be- 
half of my mother, in any period shall be 
insufficient, together with any other in- 
come reasonably available to her, to assure 
her reasonable care and support in the man- 
ner to which she was accustomed during my 
lifetime, then said TRUSTEES may, in 
their discretion, encroach upon the princi- 
pal of said Trust for said purposes and may 
expend any portion or all of said principal 
directly, without the intervention of a 
guardian or curator, for the support and 
care of my mother. Said encroachment 
upon the principal of said Trust need not 
be made good from later income. 


Encroachment for support 


Note: Do not include “comfort” or “hap- 
piness” in the purposes for which encroach- 
ment may be made, lest this operate to 
vest the trust corpus in the beneficiary for 
estate tax purposes. 





A special encroachment clause No. H 54 


Said TRUSTEES shall pay all expenses 
of said Trust, including reasonable compen- 
sation to said TRUSTEES, and, until the 
termination of the trust, as set out in this 
Will, shall use and apply such portions of 
the net income derived from said trust 
funds, and also of the principal, as the 
TRUSTEES may deem necessary, directly 
(without the intervention of a curator or 
guardian) for the education, care, and sup- 
port of such of my children as shall be 
under the age of twenty-three (23) years. 
I desire said fund to be used so far as prac- 
ticable primarily to enable each of my chil- 
dren under the age of twenty-three years 
to obtain an education, or, in case of in- 
capacity, to be supported, and said TRUS- 
TEES shall be free to carry out such general 
intent as they deem I would have done if 
living. When each child attains the age of 
twenty-three (23) years, I consider that he 
or she should have attained a sufficient 
education, and said child shall not receive 
further aid from said fund excepting use 
of real or personal property in the discre- 
tion of said TRUSTEES as hereinabove 
provided, until said trust terminates, when 
said child shall receive his or her share of 
whatever is left, if anything, of the corpus 
of said fund on distribution as provided 
herein. Said fund being limited, I believe 
the best use will be made of it by concen- 
trating its use upon the support and educa- 
tion of those of my children who at the 
particular time are under the age of twenty- 
three (23) years, and, therefore, less able 
to take care of themselves. 

In carrying out the objects above speci- 
fied, said TRUSTEES may encroach upon 
principal in their discretion, to the extent 
that income proves insufficient. 

Said trust shall terminate whenever said 
funds have been wholly expended, and at all 
events shall terminate whenever all three 
of my said children shall have attained the 
age of twenty-three (23) years or died 
without attaining that age. 


Note: Caution on rule against perpetui- 
ties. 


Encroachment where wife is both trustee 
and beneficiary No. H 55 


If at any time my wife should be in need 
of funds in excess of the net income as 
hereinabove provided for her, in order to 
provide for her reasonable care, support, 
and sustenance, or on account of any illness, 
infirmity, or other emergency, or if under 
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the provisions hereof there shall be a Trust 
for any descendant of any of my said chil- 
dren, on account of minority of the bene- 
ficiary, and said minor beneficiary shall be 
in need of funds in excess of the net income 
of said minor’s Trust in order to provide 
for the reasonable care, support, susten- 
ance or education of said minor, or on ac- 
count of any illness, infirmity, or other 
emergency, then, in any such event, the 
TRUSTEES (my wife not passing upon 
any question in which she is interested) of 
the respective Trusts are authorized, in 
their discretion, to encroach upon the 
principal of said Trust estate of the par- 
ticular beneficiary for said purposes in such 
amounts as such TRUSTEES, in their dis- 
cretion, deem wise. 


Encroackment clauses should be 
limited as to purposes to guard against 
enlarging the estate of the beneficiary for 
estate purposes. 


Note: 


Large Gift to Foundation 


A gift of more than $1,700,000 to The Cleve- 
land Foundation from Mrs. Bertha E. Backus 
Hale, a former Cleveland resident, has been 
announced by Sidney B. Congdon, Presid »t of 
The National City Bank of Cleveland and a 
member of the Foundation’s Trustees Commit- 
tee. The gift remains in a perpetual trust 
known as the Frederic M. and Nettie E. Backus 
Memorial Fund with The National City Bank 
as Trustee. The income from the fund will be 
distributed during each year for the charitable 
and educational purposes of the Foundation 
to such recipients as may be selected from time 
to time by the Distribution Committee of 
the Foundation. Mrs. Hale gave this Committee 
full discretion to select the institutions or pro- 
jects that will receive financial aid from the 
Fund. 
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MANUFACTURERS 
TRUST COMPANY 


Condensed Statement of Condition as at close of business 


March 31, 1946 


RESOURCES 
-. $ 366,135,931.04 
1,417,231,943.04 


Cash and Due from Banks 
U. S. Government Securities 


U. S. Government Insured F. H. A. 
Mortgages . . 


State and Municipal Bonds 
Stock of Federal Reserve Bank . 
Other Securities . 


Loans, Bills Purchased and 
Bankers’ Acceptances 


4,117,598.72 
29,229,124.12 
2,475,000.00 
22,137,946.81 


527,435,424.21 
7,743,719.52 
11,381,530.67 
324,003.73 
6,840,417.05 
6,380,908.53 


Mortgages 

Banking Houses ‘ 

Other Real Estate Equities 
Customers’ Liability for Acceptances 
Accrued Interest and Other Resources 


$2,401,433,547.44 


LIABILITIES 


Capital - «. « $41,250,000.00 
Surplus . . . 41,250,000.00 
Undivided Profits. 31,893,451.33 $ 114,393,451.33 


Reserve for Contingencies 9,623,899.91 
Reserves for Taxes, 
Unearned Discount, Interest, etc. . 
Dividend Payable April 1, 1946. 
Outstanding Acceptances a 
Liability as Endorser on Acceptances 
and Foreign Bills 673,517.90 
Deposits. . « « « «» «© » 22aOG25,221.50 


$2,401,433,547.44 


7,935,840.10 
1,237,498.20 
7,946,118.50 
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STABLE INCOME IN VOLATILE MARKET 


Investment Policy F or Institutional Funds 


REDINGTON FISKE, JR. 
Delafield & Delafield, New York 


The author, after ten years of foreign and domestic banking and asso- 
ciation with various industrial enterprises, entered investment research and 
advisory work in 1931. The investment counsel firm of Fiske & Scheyhing, 
with which he was associated until June 1942, was dissolved with his en- 
trance into military service. Colonel Fiske served more than three years 
overseas, his duties including responsibility for negotiating and recording 
all financial aspects of the Lend Lease and Reciprocal Aid transactions of 
the Army Transportation Corps with the British Government—Editor’s 


Note. 


OST investment bankers, when they 

speak of institutional investments, 
have in mind the types of securities which 
are appropriate for investment by savings 
banks and life insurance companies. Institu- 
tions in this category have one important 
consideration in common, namely that they 
are not greatly concerned with the purchas- 
ing power of the dollar, but with protection 
of the dollar value of their assets. 

The savings bank or life insurance com- 
pany is able to anticipate with a fair degree 
of accuracy, on the basis of actuarial tables 
or other experience, the approximate dates 
when capital funds will be required to meet 
definite obligations. The investment prob- 
lem, in its simplest form, is to select vir- 
tually riskless bonds of appropriate maturi- 
ties. A serious inflation would, of course, ad- 
versely affect the operating expenses of such 
institutions, by increasing payroll and other 
costs. Such developments would tend, how- 
ever, to increase the aggregate volume of 
business of these institutions, presumably to 
a sufficient degree so that 
operating expenses would 
maintain a more or less con- 
stant ratio to the volume of in- 
surance written or of savings 
deposits. 

There are many institutions 
whose problems and objectives 
are entirely different. The en- 
dowment funds of colleges, 
hospitals and philanthropic in- 
stitutions do not ordinarily 
have any schedule of future 
requirements involving the 
outlay of capital. If plans are 
made, say for the erection of a 
new building, to be financed 


REDINGTON FISKE, JR. 


with capital withdrawn from endowment 
funds, an appropriate portion of the capital 
might properly be set aside as a reserve for 
this specific objective, and invested in secur- 
ities maturing over the period. In most 
cases, however, the endowment funds of this 
category of institutions are semi-perpetual 
in nature, and their primary objective is to 
produce. income. 


Cannot Escape Exercise of Judgment 


INCE the income from investments of 

educational and philanthropic institu- 
tions is ordinarily allocated to help defray 
operating expenses and special projects, and 
since the cost of these expenses or projects 
is directly related to the cost of living, the 
investment objective corresponds very close- 
ly to that of most individuals, namely the 
maintenance of real income. An illustration 
of the problem is to be found in a letter ad- 
dressed in February 1946 by the President 
of Vassar College to the students and their 
parents, advising that an increase of the fee 
for tuition is necessitated in 
part by the increase of costs, 
and in part by the decline of 
income from endowment fund 
investments. 

This leads to the obvious 
conclusion, which has _ been 
generally recognized for a 
number of years, that com- 
mon stocks have a logical place 
in the investment program of 
institutional endowment 
funds. The extent to which 
equities have been included in 
endowment fund portfolios 
has varied very widely, de- 
pending primarily on the ex- 
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perience and financial background of the 
trustees or other managers. 

Much discussed in recent years have been 
the “investment formulae,” most of which 
establish a maximum and a minimum per- 
centage which common stocks are permitted 
to constitute. While an automatic formula 
of this nature may tend to stabilize the in- 
come and the overall market value of a port- 
folio, during an extended period of market 
fluctuation within a given range, grave 
doubts arise regarding the wisdom of such a 
policy and its effectiveness, assuming that 
Wwe may enter a period when the stock mar- 
ket establishes a completely new range of 
prices. In view of the fallibility of human 
judgment it may at times be almost essen- 
tial to fall back on a “balanced position” or 
other formula, in the management of an in- 
vestment portfolio. Regarding the problem 
frankly, the adoption of any automatic 
formula represents an attempt to escape 
from the necessity of making decisions 
based upon forward looking judgment. 


Stability or Point of Diminishing Return? 


BSTRACT studies of the risks of com- 
mon stock investing, and of the results 


INVESTMENT 
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Results not ordinarily attainable by in- 
dividual investors are achieved consis- 
tently by professional investment coun- 
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which can reasonably be expected from suc- 
cessful management, are habitually predi- 
cated to a considerable degree upon histori- 
cal indices such as the more widely used 
stock market averages. These averages are 
heavily weighted by the price fluctuations of 
a relatively small group of the largest corpo- 
rations. Large institutions and fiduciaries 
have habitually restricted the investment of 
common stock funds to the equities of the 
largest and most firmly established corpora- 
tions, based both upon the desire for assured 
survival and for a high degree of market- 
ability. 

Many years of analytical and comparative 
study of the investment attributes and ac- 
complishment of common stocks give rise to 
considerable question as to the true advan- 
tages of such a basis of selection. While cor- 
porations may not reach a point of absolute 
maturity, followed by deterioration, a law of 
diminishing return is evident. Also, when 
the stock of a certain corporation has be- 
come so well established as to receive ready 
acceptance, by a majority of professional 
fiduciaries, it customarily sells at a price 
with relation to earnings and dividends, and 
frequently with relation to actual asset val- 
ues as well, which represents a heavy pre- 
mium. 

There are a great many corporations 
whose earnings are subject to much wider 
and sharper fluctuations in both directions, 
than the accepted indices of industrial activ- 
ity or of national income. Companies of this 
type may be experiencing emphatic trends 
of long term growth, yet if their stocks are 
purchased during a period of substantial 
earnings, the investor may find himself 
without any dividend income and faced with 
substantial unrealized capital losses for a 
number of years, before the underlying 
growth trend plus the cyclical recovery of 
favorable conditions bears the fruit which 
he anticipated. 


Volatility and Growth Factor 


NOTHER group of common stocks may 
be classified as non-volatile or stable, in 
that their earnings are subject to less fluc- 
tuation than those of industry as a whole. 
Such stocks, over an extended period of 
years, are ordinarily characterized by a ten- 
dency to decline substantially less in price 
than the stock market averages during busi- 
ness recessions. Among these stocks are 
found some companies where a considerable 
degree of maturity has been established, or 
even a period of gradual deterioration may 
have set in. The same group is found to con- 
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Long-term Government bond yields dropped 
to new low levels in January, the taxable is- 
sues yielding 2.21% as against 2.44% a year 
ago. The strong demand for quality corporate 
bonds is evidenced in the price of recent issues 
which have been sold on a less than 2.50% 
yield basis. The downtrend in common stock 
yields which started in early 1942 is a reflection 
of rising prices rather than of any general 
reduction in dividend rates. — Investment 
Trends issued by Old Colony Trust Co., Boston. 





tain, however, a number of companies which 
are experiencing a continuing and well-es- 
tablished trend of growth with respect both 
to business volume and earnings. 

At times when careful investment man- 
agers believe, after thorough analysis of 
surrounding conditions, that the trend of 
business activity is favorable and that this 
prospect has not been discounted by the 
stock market, stocks in the volatile category 
may well appear attractive for purchase and 
retention in investment portfolios. 

Granting that no investment manage- 
ment, regardless of the skill with which re- 
search activities are conducted, can reach a 
positive conclusion regarding the prospec- 
tive trend of business profits and stock 
prices at all times, the obvious and recom- 
mended alternative is to hedge, by percen- 
tage increases or decreases of common stock 
commitments, and by shifting between the 
volatile and non-volatile categories of com- 
mon stocks. 


Besides the fact that leading common 
stocks which enjoy general acceptance 
among investors ordinarily command a price 
premium they usually represent a substan- 
tially lower growth factor than is found in 
many somewhat smaller companies and 
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younger industries. Experience indicates 
that the dynamic growth of corporations 
which are still in a stage of development 
where there is opportunity for the highly 
profitable employment of reinvested earn- 
ings provides an insurance factor against at 
least a portion of the risks which are repre- 
sented by the stock market as a whole. The 
stocks of companies which are experiencing 
a higher than average rate of growth pre- 
sent the opportunity not only to participate 
in the general experience of major industry, 
but further to participate in a gradual ex- 
pansion of earnings relative to industry as 
a whole. 


Current Income vs. Retirement to Cash 


n the case of most endowment funds, 

legal restrictions or practical considera- 
tions require that current expenses be de- 
frayed out of income, and retention of idle 
cash balances over extended periods cannot 
be contemplated as appropriate investment 
policy, regardless of possible theoretical ad- 
vantages. 


During recent months, generally speaking 
since the first of the year, many professional 
investment men have been of the opinion 
that, regardless of long range inflation 
trends, common stock prices in general have 
attained levels which are discounting hope 
for earnings expansion too far in advance. 
These considerations have caused some of 
them to favor liquidation of a portion of 
common stock investments, with emphasis 
on the shares of corporations which ap- 
peared most likely to suffer a serious cur- 
tailment of earnings, and possible reduction 
or omission of dividends. Some business- 
man investors of a bolder nature are known 
to have liquidated most of their common 
stock commitments, retaining idle cash in 
anticipation of a readjustment of stock 
prices, and clarification of the political and 
business outlook. 

If the trustee of an institutional endow- 
ment fund should reach a similar conclusion, 
however, the practicability of withdrawing 
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to a cash position (with consequent loss of 
income) would be highly questionable. If 
sound bonds were available, at prices repre- 
senting attractive yields, the situation 
would not be so difficult. Under existing cir- 
cumstances, however, the bond market hav- 
ing advanced to the highest level in all time, 
yields range only from 2.20% to 2.75% for 
good quality issues even of very distant ma- 
turity. Furthermore, while the idea has not 
yet been generally accepted in banking cir- 
cles, there are increasing indications that 
interest rates may now be at their nadir, 
foreshadowing an early removal of their 
long decline. 


Three Alternatives 


NDER such conditions the managers of 

endowment funds and similar invest- 
ment portfolios have been faced with sev- 
eral alternatives, none of which has been 
too pleasing. On the one hand, funds could 
be shifted into high grade long term bonds, 
thereby reducing the risks inherent in equi- 
ties, but cutting the yield very drastically. 
This alternative would still leave the risk of 
capital shrinkage if interest rates rise. An- 
other alternative, which has tempted many 
investors in the past two years, was to shift 
into bonds and preferred stocks of lower 
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grade, in order to obtain a more generous 
income, but such a move would obviously en- 
tail considerable risks of capital shrinkage 
and possibilities of income loss at a later 
date. 

The third alternative, and probably the 
most practical solution for most investors 
in this category, was a combined hedge. This 
would involve the development of a moder- 
ate cash reserve (possibly represented by 
short term bonds at nominal] yields); the 
purchase of bonds and preferred stocks the 
prices of which have been retarded by call- 
ability (provided they are available at a 
premium above call price less than the in- 
come which will accrue to the next possible 
call date), and the retention of a fair 
amount of common stocks of the non-volatile 
category, returning relatively attractive and 
well-protected dividend yields, and repre- 
senting the best established and most at- 
tractive factors of dynamic growth. 

Individual investors, under the capital 
gains tax laws, are deterred from switching 
of their investments. The endowment funds 
of educational and philanthropic institu- 
tions, being subject neither to federal in- 
come nor capital gains taxes, are in the for- 
tunate position of being manageable strictly 
in accordance with the consideration of in- 
vestment values, unhindered by taxes on 
capital gains. 

It is inevitable that the various cross cur- 
rents constantly at work in the securities 
markets will not infrequently bring about 
opportunities for advantageous shifting. It 
has been the tendency of some observers to 
criticize switches, in an investment port- 
folio, as representing a speculative policy. 
It is submitted that the retention of a se- 
curity in a portfolio, which appears less at- 
tractively priced with relation to fundamen- 
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tal values than some other security which is 
not held in the portfolio, is actually more 
speculative. The most advantageous policy 
would keep an investment portfolio at all 
times invested only in those securities which 
appear relatively the most attractively 
priced with relation to their investment 
value. 


Changes in the purchasing power of the 
dollar which have already been experienced, 
both in this country and abroad, emphasize 
the necessity of endeavoring to maintain 
the purchasing power income derived from 
the endowment funds of many types of edu- 
cational and philanthropic institutions. This 
makes it necessary to contemplate the in- 
clusion of common stocks in the investment 
portfolios of such funds, at least during pe- 
riods when there does not seem to be pre- 
dominant and convincing evidence that 
stock prices are excessive with relation to 
investment values. 


College Investments in Stocks 


(As of June 30, 1945) 
4,348,014 47.9 
6,181,114 21.6 
7,773,225 43.4 
10,073,224 33.6 
12,821,259 38.0 
— 56,002,449 35.9 
13,940,154 36.1 
1,924,990 36.6 
20,571,530 42.5 
1,891,072 31.4 
4,551,470 36.9 
3,764,688 36.6 
31,762.362 34.9 


Brown University i 
California (Univ. of) —_- 
Dartmouth College _ 
Johns Hopkins Univ. 
Mass. Inst. of Tech. 
Harvard University - 
Princeton University 
Radcliffe College 
Rochester (Univ. of) 
Smith College — 
Wellesley College* 
Williams College __.___. 
Yale University 

Totals —_...______.___.... $1 76,006,501 36.0 

*As of 9/29/45 

Note: A number of the above institutions 
hold mortgages, real estate, special endow- 
ments and other property which make their 
total investments substantially more than the 
accompanying figures would indicate; but for 
the sake of comparative accuracy, we have 
only included in our computations the stocks 
and bonds listed in the principal endowment 
account of each institution. 


From Brevits. 


Shields & Company of New York has issued 
its “Annual Review of Special Offerings and 
Secondary Market Distributions” in 1945. 
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UNPROTECTED BUSINESSES 
Dangers Averted by Business Insurance Trusts 


BASIL S. COLLINS 
Author: “The ABC of Business Insurance Trusts” 


USINESS units are made up of three 

factors—capital, labor, and brains. The 
corporation covers the property investment 
of capital by fire insurance; the labor ele- 
ment is covered by compensation insurance; 
but brains, which represent 85% of the 
value of a business, are as a rule left prac- 
tically uninsured. Only about 1% of the life 
insurance written today is for business in- 
surance. 

It is estimated that about 70% of the 
business firms in the United States are to- 
day unprotected as to business insurance. 
It is also estimated that of the 5,000,000 
families which constitute the field for future 
sales of life insurance, 2,000,000, including 
proprietors, are directly or indirectly de- 
pendent for their income upon some type 
of business unit. Add to this possibility 
the prediction that the future will see a 


decided change toward the moderate sized 
independently owned and operated concern. 
We are back on the road to normal business 
conditions, but with a new philosophy of 
Government, taxation and social needs with 
a new generation of younger business ex- 


ecutives. It seems conservative to estim- 
ate that, in the next 10 years, there will 
be the greatest development along the lines 
of life insurance for business protection, 
both of the business entity itself and what 
is of equal importance, to the homes and 
families of those engaged in these business 
entities. ° 

There are five general types of business 
insurance: 


1. Obtaining Credit and Capital 


Usually this type in effect is carried on the 
life of an outstanding brain of the corpora- 
tion with the express purpose of engender- 
ing confidence for an extension of credit 
or for a financial plan involving a bond issue 


OE 


Mr. Collins, Assistant Vice President, Old 
Colony Trust Co., Boston, delivered this ad- 
dress to a joint meeting of the Chicago Life 
Insurance Trust Council and the local Chap- 
ter of Chartered Life Underwriters. 


or a stock issue. The term of obligation may 
be short or long, and the life insurance 
should be tailored to fit. Fire insurance is 
responsible for immediate restoration of 
financial stability after many a fire; but 
many business units totter and fall when 
death removes the backbone of the organiza- 
tion. 


2. Keyman Insurance 


The key-man may be an officer of the 
business unit who has a highly specialized 
knowledge, such as a chemist, treasurer or 
sales manager. The life value to the corp- 
oration of its sales manager, for instance, 
might be used on the value of the business 
which he controls, which by his death might 
be lost to the corporation, or, in the case 
of a chemist, on the profits which have been 
brought to the corporation through formu- 
lae perfected by his technical skill. 


Emerson wrote, “An institution is the 
lengthened shadow of one man.” It is more 
—it is largely the man himself; his know- 
ledge and skill transformed into tangible re- 
sults. Andrew Carnegie said, “You can take 
everything, our plans, our mines, our rail- 
roads, every physical thing that we possess, 
but leave us our organization of business 
brains, and in two or three years we will 
be in full swing again.” 

It is our duty to convey intelligently the 
importance of underwriting this human 
life value. 


3. Purchase and Sale Agreements 


Close Corporations: Suppose that A, B, 
and I are associated in a close corporation. 
A life underwriter asked Mr. B if he knew 
what was going to happen to my stock in 
the event of my death. After some delibera- 
tion Mr. B said, “I suppose the stock will 
pass under his will to his family’; and then 
caught his breath, realizing that when he 
said my “family” he meant my wife and 
two daughters. This life underwriter knew 
that Mr. B did not like my wife. Mr. B be- 
came panicky and asked, “How can this be 
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avoided? The underwriter explained: “The 
solution is simple. You and Mr. A can insure 
Mr. Collins’ life to the value of his stock 
interest, Mr. Collins and Mr. A insure your 
life to the value of your stock interest, and 
you and Mr. Collins insure Mr. A’s life to the 
value of his stock interest, and have such 
life insurance policies made payable to a 
trustee under a business insurance trust 
agreement, depositing your stock with the 
trustee in escrow. 

“You would each retain all the incidents 
of ownership under the stock which you 
now enjoy, such as the right to dividends, 
the right to vote, etc. You can then stipu- 
late in this agreement that upon the death 
of Mr. Collins (or either you or Mr. A) the 
insurance proceeds which you and Mr. A 
carry on his life will be paid to the trustee. 
The trustee will pay these insurance pro- 
ceeds over to Mr. Collins’ family and at the 
same time will turn his stock over to you 
and Mr. A.” 

The advantages of a business purchase 
agreement applicable to close corporations 
are: 

1. Control of the business by the present 
management is perpetuated. 

2. Risk that the decedent’s executor will 
sell his stock to outsiders is eliminated. 

3. Risk of friction with the decedent’s 
heirs is eliminated or greatly lessened. 

4. Surviving stockholders are freed from 
the dead hand of non-contributory stock- 
holding elements. This is highly important. 
Upon the death of a majority stockholder, 
his share should not be sold to the detriment 
of the minority. Likewise, if a minority 
associate dies, the majority owner has at 
least a moral obligation to the decedent’s 
family. 

The minority interest in a close corpora- 
tion is probably the worst piece of paper in 
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the world. Who will buy it, and at what 
price? And without a stock purchase plan, 
the majority stockholder might be forced 
to buy minority stock at an inconvenient 
time and perhaps at a high price in order 
to keep out an undesirable associate. 

5. Decedent’s dependents are freed from 
the hazards of that particular business, 
perhaps increased by his death. 

6. Decedent’s stock is not subject to 
forced sale at a sacrifice. 

7. A fair value is placed on the stock by 
the parties to the agreement, and is kept 
accurate by periodic statements filed with 
the trustee. 

8. The impartial execution of the agree- 
ment is assured by use of a corporate trus- 
tee. Someone is needed in connection with a 
business insurance trust who will stand 
between the surviving partners or stock- 
holders and the widow of the deceased part- 
ner or stockholder; someone with backbone 
who will live squarely up to the letter of 
the trust agreement, no matter where the 
chips may fall. 

The valuation of a business interest is 
essentially the problem of the members of 
the corporation or partnership and their 
accountants. I do not feel that it is the 
province of the life underwriter; many 
times it results in confusion. 


Four fundamental principles which may 
be adopted by the parties at interest in 
determining the price at which the interest 
of a partner would be sold are: 


A. Periodical agreement as to value 

B. Use of book value plus agreed amounts 
as to the good-will factor (which may 
be determined from time to time) 

C. Use of the State inheritance tax ap- 
praiser’s valuation 

D. Arbitration. 
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Of these, method B. combined with the 
D method seems to me the best, because 
the arbitration clause comes into play in 
the event that the parties at interest have 
failed for a period of time prior to death 
to determine the value. Method A should 
be tied up with D for the same reason. 


The Partnership: The operation of the 
partnership insurance trust agreement is 
very much like that of the close corporation, 
except that we have partners instead of 
stockholders. The only fundamental differ- 
ence between the two types is that of legal 
concept. Under most of the laws in our 
States a partnership must be wound up im- 
mediately upon the death of a partner. 

But here’s a new one. We must be careful 
to consider the question of who pays the 
premiums and who is the owner. A recent 
case illustrates an unexpected tax hazard. 

In this case the insurance was issued (on 
application of the insured) on his own life 
with the proceeds payable to his wife in 
the amount of $25,000. For convenience, 
the partnership paid the premiums, and 
while not attempting to deduct the pre- 
miums as an expense for taxes, they did 
allocate the payments to profit and loss for 
the purposes of bookkeeping. 


Unnecessary Tax Cost 


The agreement provided that the survivor 
would have the partnership interest, and 
if the value of the partnership interest at 
time of death were in excess of the life in- 
surance proceeds, the balance was to be 
paid in notes. When one of the partners 
died the widow received the $25,000 life 
insurance proceeds, and $30,000 in notes for 
the excess value of the partnership interest 
over these proceeds. 

One year later the surviving partner filed 
his Federal income tax, stating that goods 
which he sold during the year, acquired 
from the deceased partner, cost $55,000, or 
the whole of the life insurance proceeds and 
notes. The Court decided that the cost was 
only $30,000, that the insurance proceeds 
could not be technically called part of the 
partnership price. 

The surviving partner had to pay an 
income tax for the $25,000. [Legallet vs. 
Comm. BTA 294 (1940).] 

This situation would have been entirely 
different if it had been made clear that each 
owned the insurance on the life of the other 
and paid the premiums thereon. Income tax 
problems can be far greater than any en- 
countered under the estate tax law. 


Essentials of Agreement 


The essentials of a sound purchase and 
sale agreement are: 


1. Competent and impartial trustee of 
experience. 


2. A clearly defined method of financing, 
through life insurance policies payable to 
the trustee, or in other ways for the pur- 
chase of a decedent associate’s interest. 


3. A clearly defined arrangement whereby 
the evidence of property shall be held by 
the trustee. 


4. A clearly defined method of valuation 
of worth of the business. 


5. A plan for due reimbursement for in- 
surance premiums, if necessary. 


6. Adequate provision for borrowing on 
the stock and on the cash value of the 
policies. 


7. A clearly defined method of procedure 
in case the amount of insurance does not 
equal—or exceeds—value of the decedent’s 
interest. , 

8. Due provision for any necessary 
amendment or for termination of the agree- 
ment under every probable contingency. 
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Case Histories Show Advantages 


Recently I reviewed a will of a young lady, 
and among the assets was a minority inter- 
est in a silk mill listed by her to be worth 
$135,000. This stock she inherited from 
her father. The balance was owned by her 
father’s brother. The business had been 
successful during five of the last eight 
years, the period of her ownership, yet she 
had never received a dividend. Her uncle 
was constantly expanding the business, 
raising his own salary, leaving no surplus 
whatsoever for payment of dividends. This 
would have been eliminated by a purchase 
and sale agreement. 

Some five years ago I called on the two 
partners in a large installment furniture 
store. The underwriter who had introduced 
me finally convinced them that $90,000 of 
life insurance should be taken out on the 
life of each other to relieve their respective 
interests in the event of death. 

At the last minute Mr. M and Mr. L de- 
cided that they had been intimate for so 
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many years that in fairness to each other 
the one surviving would continue the busi- 
ness for the benefit of the deceased’s family. 
Mr. M, one of the outstanding men in this 
field, died within six months. In recent 
conversation with Mr. L, I asked quite 
frankly how he liked the widow in business. 
He said, “I am an unhappy man. Not only is 
the entire burden of running the business 
on my shoulders, but complete care of the 
decedent’s family is in my charge. Mrs. 
M used to enjoy Mrs. L and myself at her 
home; she is a marvelous entertainer and a 
wonderful bridge player, but a h of a 
business partner. During the depression I 
had no income for them. She hasn’t spoken 
to me for over a year and threatens to sue 
for mismanagement and misappropriation 
of funds. I would buy her out, but I haven't 
the money.” 


The Proprietorship: There are at least 
64 types of proprietorship in our Common- 
wealth of Massachusetts, divided into three 
classifications: the merchandiser, the ser- 
vicer and the professional groups. Pro- 
prietors as a whole, unless they are in 
the merchandising class of proprietors, 
comprise the entire value of the business in 
themselves. It is the power of his mind 
which results in the driving power to 
achieve success in his given field of en- 
deavor. This is certainly a life value. 


The theory involved is a plan for “bailing 
himself out” of the business at death for 
the benefit of his family.” 


Where there are no competent employees 
to take over successfully at his death, the 
object is one of underwriting the intangible 
values of the business, as well as the tangi- 
ble values. It is usually a comparatively 
simple problem to arrive at a value of the 
tangible assets, such as store fixtures and 
stock on hand. The real problem is deter- 
mining the value of the intangible assets— 
made up of the personality, skill, experience 
and aggressiveness of the proprietor. 

By underwriting these and having such 
insurance policy made payable for the bene- 
fit of the proprietor’s family, the future 
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income of such family will be received from 
the insurance proceeds which make up the 
principal of the underwriting fund. Thus 
the family does not become dependent upon 
the successful continuation of the proprie- 
torship, from which the intangible assets 
have automatically been removed by the 
death of the proprietor. 


Purchase by Employees 


Where the proprietor has one or two em- 
ployees who have been faithful over a 
period of years and have contributed con- 
siderably to his success, the sales problem 
is one of arranging to furnish sufficient cash 
to enable such employees to purchase the 
business at his death. The purchase price, 
represented by insurance proceeds from a 
policy or policies carried by these employees 
on his life, is again made payable for the 
benefit of the proprietor’s family. 


If the employees have not sufficient re- 
sources to pay the premiums, it seems pru- 
dent for the proprietor to arrange for his 
business to pay them, explaining to the 
employees that such premiums paid by the 
business are to be construed by them as 
“deferred wages.” In this case, the pro- 
prietor also should enter into an agreement 
with the employees whereby at his death 
they would be given the right to purchase 
the proprietorship in such shares as agreed 
upon. 

The agreement could state that the em- 
ployees should compensate the estate of the 
proprietor for all or a part of the premiums 
paid prior to this death. For example, it 
might be provided that in no event should 
the employees pay less than one-half of the 
premiums expended by the proprietorship 
on the proprietor’s life while he is living. 
There are many variations and no set rule 
can be laid down. 

Such a plan “ties in” the employees with 
the business, and offers them a future inter- 
est in a business to which they have con- 
tributed much, thus tending to keep them 
interested and satisfied. Furthermore, it 
goes far in deterring them from starting a 
similar business in competition, either while 
the proprietor was living or after his death. 
Where the employees obtain the business 
on the death of the proprietor, they will 
not have to work for his family without 
just compensation. 


A logical plan for an estate usually re- 
sults in minimizing taxes. Proper planning 
which may show tax savings should by no 
means be considered as tax evasion. The 
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future revenue of our Government is de- 
pendent upon the successful continuation 
of business enterprises and future estates; 
these two things are primary objectives of 
a sound business insurance trust. 


Regional Trust Conferences 
Resumed 


Discontinued during the war period, two 
annual regional trust conferences of the Amer- 
ican Bankers Association will be resumed this 
year. The 20th Regional Trust Conference of 
the Pacific Coast and Rocky Mountain states 
will be held in Los Angeles, August 7-9, at the 
Alexandria Hotel. Local arrangements are in 
charge of the Southern California Trust Offi- 
cers Association. 

The 15th Mid-Continent Trust Conference 
will be held in Chicago, November 7-8, at the 
Drake Hotel. The Corporate Fiduciaries Asso- 
ciation of Chicago will be the host, according 
to the announcement by James W. Allison, 
president of the A.B.A. Trust Division, who’ is 
vice president of the Equitable Trust Com- 
pany, Wilmington, Del. 


Q--—-- — 


A.B.A. Convention in Chicago 


The 72nd Annual Convention of the Amer- 
ican Bankers Asséciation will be held in Chi- 
cago, September 22 to 25 inclusive, it was an- 
nounced by Merle E. Selecman, secretary to 
the Association. Official convention headquar- 
ters will be at the Stevens Hotel. 
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TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


ECONOMIC POSITION OF 
BUSINESS OWNER 


ANY individuals who own interests 

in closely held business corporations 
find themselves confronted by a number of 
serious problems. Some of these problems 
result from the fact that such businesses 
are ordinarily built and expanded over the 
years out of the retention of net profits or 
the deposit of ‘additional capital by stock- 
holders. As a result, such an owner may 
ultimately find himself in the position of 
having all his eggs in one basket with in- 
sufficient assets outside the business cor- 
poration. 

This situation is especially true of busi- 
nesses that have been held in one family 
for many years, sometimes for several gen- 
erations. Since their inception, economic 
and tax conditions have undergone radical 
change, thereby giving rise to problems 
today that did not originally exist. A dis- 
cussion of a few of these may assist to 
crystalize thinking along these lines. 


1. Upon the death of such an individual, 
his interest in his business corporation must 
be valued for estate and inheritance tax 
purposes. As there is no active market for 
stock in these closely held corporations, 
such valuation must be predicated on ap- 
praisal of assets and capitalization of earn- 
ing power. The resultant valuation is then 
subjected to severe rates of estate tax which 
must be paid in cash. If, as in the usual 
case, such a decedent has no liquid assets 
outside his business, his executors are then 
forced to sell the stock at a “distress” 
sale, with possible destruction of true and 
instrinsic values. 

2. When one of the owners of such a 
business reaches age 65 or 70, ordinarily he 
will not have the desire to remain in the 
saddle. However, because all or most of his 
family capital is invested in the business, 
he will find it difficult or dangerous to re- 
tire or lessen his management direction of 
the business. He cannot withdraw funds out 
of the business’ excess cash surplus to pro- 
vide himself with guaranteed life annuity 
income, without paying a high personal in- 
come tax on the amount withdrawn. Also, 
without his active management, the future 


successful operation of the business may 
be jeopardized. 

3. Capital invested in a closely held busi- 
ness is an equity type investment, meaning 
that it retains or increases its value and 
profits in times of good business or inflation, 
with the opposite result in periods of de- 
flation. Ownership interests in closely held 
businesses will ordinarily result in a basic 
economic investment position very much 
out of balance. For instance, based on a 
study of a large number of cases, it has 
been found that where a family owns an 
interest in a closely held business enter- 
prise, 80% to 90% of the total family capital 
is represented by equity investments with 
only 10% to 20% in fixed dollar investments. 
Such a basic investment position is ex+ 
tremely vulnerable, as the investor is in 
effect always gambling on inflation, giving 
little, if any, acknowledgement to the pos- 
sibilities of deflation. 

Individuals appreciating their position 
in these respects are taking immediate ac- 
tion, while they still have the opportunity 
to solve these problems. One solution is im- 
mediately to replace a portion of the family 
capital invested in the business by public 
or outside capital. This may be brought 
about by means of a proper recapitalization, 
issuing securities to outside investors. 

Another possible solution is to make im- 
portant investments in life insurance so 
that liquid fixed dollars may be immediately 
attained in the event of death, and gradu- 
ally pyramided to solve the problems of re- 
tirement. 
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In view of the drastic impact of taxation 
and of the uncertainties in the current 
economic situation; it is of vital importance 
to the owner of closely held business enter- 
prises that these problems be solved. 


TRUST FREEDOM FOR BENEFICIARY 


OME individuals do not create trusts 

under their wills because they are under 
the mistaken impression that such a plan 
is necessarily rigid and gives the beneficiary 
no freedom of action or control without 
running into tax disadvantages. Actually, 
it is possible to create a trust which will, in 
practical effect, provide the beneficiary with 
the same financial latitude as would be the 
case if the estate were left outright to the 
beneficiary, without destroying the tax ad- 
vantages of a qualifying trust. 


The only financial control such a trust 
would withhold from the hands of the bene- 
ficiary would be the right to spend the 
principal or otherwise give it away. The 
following presents the several financial con- 
trols which could be vested in the bene- 
ficiary without causing the principal of the 
trust to be taxed in his estate: 
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1. Investment Control: Even if the bene- 
ficiary is not a trustee, the testator can 
give the beneficiary the sole right to direct 
the investment policy of the trust. As the 
beneficiary could have no greater power 
over investments if the property were in 
his own name, the trusteeing of it does not, 
therefore, lessen his control in this respect. 


2. Receipt. of Income: The will directs 
that whatever income is produced by the 
trust investments shall be paid to the bene- 
ficiary. With the aforementioned invest- 
ment control, such income would be no 
greater if the assets were registered in 
the name of the beneficiary. 

3. Right to Will Principal at Death: The 
testator can give the beneficiary the right to 
dispose of the principal of the trust by his 
will, such power being limited, however, to 
execution in favor of the descendants (and 
their spouses) of the testator and the bene- 
ficiary, as well as qualifying charitable or- 
ganizations. As a practical matter, this 
gives the beneficiary adequate power in this 
respect. All the beneficiary is prohibited 
from doing is to will the principal to 
strangers and possibly distant relatives. 

In addition to the foregoing, the testator 
can give the beneficiary the right to spend 
such part of the principal as may be neces- 
sary for proper maintenance and support. 
Such right, however, must be exercisable 
only by the trustee (or co-trustee if the 
beneficiary is a trustee) if the principal of 
the trust is not to be taxed as part of the 
beneficiary’s estate. If such spending of 
principal is unnecessary, the trust mechan- 
ism operates as a conservator. 

The foregoing is not intended to imply 
that all beneficiaries should be vested with 
all of the aforementioned powers. Invest- 
ment control should only be vested in the 
hands of beneficiaries possessing sufficient 
business acumen. However, in situations 
where it fits, such a flexible trust arrange- 
ment provides the beneficiary with sufficient 
control and eliminates the second set of es- 
tate taxes in the beneficiary’s estate, which 
would be invoked if the trust were not 
established. 


LIFE INSURANCE TO COVER 
FIXED BENEFITS 


N some situations, a policyholder desires 
the proceeds of his insurance to be 
trusteed, paying only the income to his wife, 
with the principal being payable to his 
children upon his wife’s death. He might 
also desire the widow to have the right to 


im © _ 
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withdraw any or all of the proceeds during 
her lifetime. 


In view of current tax rates, it is essential 
to take into consideration the tax effects of 
the foregoing type of plan. For instance, 
the holder of a $100,000 life insurance 
policy would know that, under the above 
plan, his wife should receive $3,000 a year 
in interest and upon her death, his children 
would receive $100,000 of principal. But the 
$3,000 annual interest will be reduced by 
income taxes so that his wife would not 
have the full amount as spendable income. 
In addition, if his wife has the right to 
withdraw principal while she lives, then 
upon her death the principal would be re- 
duced by taxes imposed on her estate so 
that the children would not receive the 
$100,000 intact. 


Therefore, if the policyholder wishes his 
wife to have $3,000 of spendable income 
and his children to have $100,000 of princi- 
pal intact, and for his own reasons does not 
want to change the foregoing plan, then 
he must take out additional insurance in 
an amount necessary to cover the desired 
fixed payments. 


Developments in Trusts 


“Significant Developments of the War Period 
in Law, Trusts andd Taxes” is the title of the 
fourth and final volume to be issued by the 
American College of Life Underwriters in its 
series of refresher monographs for C.L.U.’s 
and C.L.U. candidates now, or recently in the 
armed forces. The new volume has been writ- 
ten on the background of the text material cov- 
ered in the part of the C.L.U. program per- 
taining to Law, Trusts and Taxes. It will there- 
fore be primarily useful to the person who 
has already taken a C.L.U. examination in that 
part and who wishes to start from there in 
comprehending better the changes which have 
been wrought by the War. 


Among the headings under which these war- 
time developments have been discussed are: 
Creditors’ Claims As They Affect Life Insur- 
ance; Assignment of Life Insurance as Col- 
lateral; The Uniform Simultaneous Death Act; 
Common Trusts; Extension of “Prudent Man” 
Investment Rule for Trusts; Employee Pen- 
sion and Profit Sharing Plans (General Types, 
Reasons for Development and Growth, Tax- 
ation Factors, Methods of Funding and Cur- 
rent Problems); Taxation of Life Insurance; 
Federal Estate and Gift Taxation; State Death 
Taxes; Tax Reduction Proposals; Tax Knowl- 
edge and the Life Underwriter; and Business 
Insurance Opportunities and Problems. 
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Copies of this monograph, as is the case 
with other volumes in the series, are obtainable 
from the headquarters of the American Col- 
lege of Life Underwriters, N.E. corner 36th 
& Walnut Streets, Philadelphia 4, Pennsyl- 
vania, at 75¢c per copy. 


C. L. U. Institute 


The first C. L. U. Institute, sponsored by the 
American Society of Chartered Life Under- 
writers, will be held at the University of Con- 
necticut from June 24 to July 5. The Institute 
is designed to build upon those things which 
the C. L. U. is already presumed to know and 
to correlate latest developments in the field 
of life underwriting with that knowledge. Reg- 
istration will be limited to fifty, with only one 
or two enrollments encouraged from the four 
Regional Districts other than the New York- 
New England District for which this Institute 
is primarily being held. Those students are 
sought to assist the Society’s Committee in 
planning Institutes for their respective Re- 
gions. 
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TRUST OPERATING ECONOMIES 


Drafting and Other Suggestions for Improving Efficiency 
of Trust Service 


LESLIE A. HOFFMAN 
Assistant Secretary, Girard Trust Company, Philadelphia 


Physical Layout 


Avoid unnecessarily expensive or elabor- 
ate quarters, furniture or furnishings. 

Avoid expansion into other separated 
buildings as far as possible. 

Arrange desks so as to provide the best 
possible light, heat, ventilation, comfort and 
convenience. 

As far as possible, keep those engaged in 
similar activities on the same floor. 

Keep rough floor plans to facilitate rear- 
rangement of floor areas and for the pur- 
pose of prorating building expenses, heat, 
light, power, etc. 

Divisions have logical locations, so, ordi- 
narily a printing, tabulating, etc. division 


should not occupy space more suitable to an- . 


other division. 

Various divisions and sections should be 
properly identified by appropriate signs. 

Provide adequate elevator accommoda- 
tions. 

Soundproof ceilings in certain operating 
divisions. 

Use fluorescent lighting where suitable. 

Keep the files which are in daily use eas- 
ily accessible to the users. 

Utilize space under table cabinets, etc. for 
storage of immediate supplies to be used in 
that section. 

Rest rooms should be located convenient- 
ly to the section served. 


Equipment 


To the extent but only to the extent that 
cost analysis shows it to be an economy, use 
addressing, bookkeeping, duplicating, tabu- 
lating, sorting, calculating, numbering and 
postage machines; dictaphones or similar 
devices; pneumatic tubes and dumbwaiters; 
electric typewriters, vari-typers, etc.; vis- 
ible Kardex and rotary card files; rotary 
knife machine for opening mail; own com- 
pany printing department. 


Based on thesis submitted to Graduate 
School of Banking, American Bankers 
Assn., 1945. 


Standardize typewriters (as to make and 
type) and other machines so as to permit 
interchange of work and of operators. 

Provide sufficient equipment and have 
various divisions make full use of all equip- 
ment. 

Adjust work to prevent idle machines or 
it may be erroneously decided that new 
equipment is needed. 

Keep present equipment in good working 
order through careful handling and proper 
maintenance. 

Maintain a central pool of machines to be 
loaned to departments or individuals for 
peak periods or irregular requirements, 
rather than making full-time assignments. 

Schedule machines to the work, either 
within departments or between departments. 
Machines on movable stands can be readily 
shifted as successive work peaks develop. 

Use posting trays with a stamp pad and 
pen or pencil. 

A wooden telephone turntable makes bet- 
ter use of available equipment by making 
one telephone accessible to more than one 
individual. 

Use movable stands for large ledger or 
reference books. 

Use mail baskets on carriers with wheels. 


A multiple compartment rack placed im- 
mediately in back of a typewriter provides 
space for blank forms, for cards from which 
information is being typed and for the com- 
pleted forms. 

Replace, as needed, old-style desks for sec- 
retaries with typewriter-on-the-side type to 
facilitate clerical work. 

Use linoleum desk covering and pads to 
protects desks and tables. 

Have specially designed desks for par- 
ticular functions where warranted. 

Remove from vaults, items that should 
not take up valuable vault space. 

When installing accounting systems, 
make sure of practicability and provide for 
future expansion. 


Institute a “Clean Out Cabinets” cam- 
paign. 
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Centralize all files where feasible and give 
especial attention to proper control of all 
material borrowed. 

Have uncrowded, well arranged and con- 
veniently located vaults. 

Use appropriate typewriter platen to im- 
prove carbon copies. 

Take effective steps to reduce noise: 
isolate especially noisy equipment and use 
thick felt pads under noisy machines. 

Appoint a committee charged with the 
responsibility of purchasing new equip- 
ment after proper study of needs, policies, 
methods, etc. 


Time of Officers 


Provide them—especially senior officers 
—with competent secretaries. 

Assign to junior officers and. division 
heads as many duties ordinarily directed 
to senior officers, as it is practicable to do. 

Whenever possible, have material to be 
considered at a meeting, in the possession 
of the members prior thereto. 

Matters submitted to committees should 
be accompanied by specific recommenda- 
tions. 
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Discourage introduction of irrelevant 
material and discussions at committee meet- 
ings by having a planned order of business 
for each meeting. 

Reduce number and length of committee 
meetings they—especially senior officers— 
must attend and reduce membership and 
frequency of committee meetings where 
possible. 

Make conferences with senior officers as 
brief as possible. 

Study and determine the number of ac- 
counts each administrative unit can handle 
properly. 

Assign assistant administrators to senior 
trust officers. 

Have a definite account assignment plan, 
be it alphabetical, related accounts, type of 
account, etc. 

Establish a special administrative unit 
to concentrate on troublesome accounts. 


Time of the Staff 


Use progress system in estate adminis- 
tration. 

Make definite assignments of duties to 
each member of the staff. 

Simplify inter-departmental 
divisional communications. 

Circulate reports instead of making one 
for each person. 

Write fewer and shorter letters and use 
form letters. 

In supplying lists of investments for in- 
ternal use, where only a few holdings are 
involved, use pencil or pen instead of type- 
writers. : 

Prepare digest of trust instruments for 
convenient reference. 

File securities in vault open face. 

Establish an information desk. 

Arrange for smal! task assignments for 
messengers while awaiting calls. 

If staff is paid by check, use a negotiable 
form. 

Train dictators to conserve dictating time 
devoted to organizing material, looking up 
data, referring to files, making telephone 
calls, ete. 

Design forms to facilitate typing—elim- 
inate horizontal lines, vertical columns 
spaced for tabulating stops, etc. 

Reduce typing time for correspondence 
through narrower margins, use of block 
paragraph arrangement, etc. 

Use pre-stuffed and continuous forms and 
stationery, snap-out, easy-out, spot and one- 
time carbons, etc., to eliminate time of 
collating, aligning, inserting and _ separ- 
ating. 


and _ inter- 





Wall charts facilitate training of I. B. M. 
operators and sorters. 

Keep legal files orderly to permit ready 
availability. 

If a clothes checking system with at- 
tendants is in use, consider a locker system. 

Hold frequent staff meetings and keep 
staff members continuously and acutely 
cost- and economy-conscious. 


Expense Budget 


Adopt a predetermined expense budget; 
check expenses periodically by the budget 
and maintain proper control of petty cash 
items and routine. 

Keep accurate record and control of reg- 
istered mail. 

Control adequately meals supplied and 
dispense with unnecessary ones: Saturday 
and stockholders’ annual meeting. 

Control adequately expenditures re com- 
pany-owned automobiles and consider re- 
placing by paying employee for use of his 
personal car on a mileage basis. 

Control adequately new and existing sub- 
scriptions to services and memberships, dis- 
continuing those where value is not being 
fully realized. 

Adapt accounting 


system to facilitate 
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budgetary control: departmental profit and 
loss statements. 


Free Services 


Reduce or eliminate as a free service: 

Making of tax returns and reports for 
customers and non-customers (this does 
not refer to fiduciary returns). 

Paying insurance premiums or personal 
bills for customers and non-customers (this 
does not refer to paying premiums on trus- 
teed life insurance). 

Handling accommodation custody and 
safekeeping accounts for bank customers 
and particularly for correspondent banks. 

Handling accommodation escrow ac- 
counts. 

Giving investment advice. 

Advising with individual fiduciaries. 

Charge the trust account involved to 
cover cost of photostat work, etc. supplied 
by the company’s own operating units. 


Trust Instruments 


Foster the drafting of wills and trust 
agreements containing provisions elimin- 
ating expensive activities, such as provi- 
sions: 
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Relieving the trustee of amortizing prem- 
iums. 

Providing for the definite allocation or 
apportionment of stock dividends, proceeds 
of sales of rights, extraordinary distribu- 
tions and expenses. 

Giving the trustee definite instructions 
or authority about using principal for im- 
mediate beneficiaries. 

Giving the trustee adequate powers of 
private sale and to lease realty beyond term 
of the trust. 

Calling for less frequent statements, ac- 
countings and payments. 

Authorizing nominee registration. 

Authorizing the carrying of a family 
estate as a single trust instead of splitting 
the estate into a separate trust for each 
member of the family. 

Authorizing the employment of agents. 

Authorizing use of common trust funds. 

Arrange for liquidation trust agreements 
to facilitate ultimate distribution of non- 
liquid assets. 

Supply to local counsel carefully prepared 
specimen forms of trust provisions and in- 
struments. 

Foster and drafting of wills and trust 
agreements containing provisions such as 
the following which are too often omitted: 
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General Administration 


Authorizing the trustee of living trust or 
insurance trust to deal with executor under 
settlor’s will by way of purchases, sales, 
loans and pledges. 


Giving trustee right to receive additional 
property. 

Covering testator’s business. 

Authorizing executor or trustee to vote 
shares of stock by proxy, to borrow and 
mortgage or pledge, and to compromise 
claims. 

Covering the revocation and amendment 
of the trust. 


Covering co-trustee or adviser absent in 
military service. 

Specifying powers of successor trustee. 

Specifying law that controls administra- 
tion of trust. 

Revoking earlier wills. 

Giving corporate co-executor or co-trus- 
tee authority to make routine payments 
without joinder of individual co-executors 
or co-trustees, and to act on its own judg- 
ment in case of disagreement between or 
among individual co-executors or co-trus- 
tees. 

Giving birthdays of beneficiaries who are 
to cease or begin receiving payments upon 
attainment of a certain age. 

Allocating or apportioning accured or 
collected but undistributed income as be- 
tween immediate and next successive bene- 
ficiary. 

Specifying method of valuing non-listed 
securities. 

Giving trustee of revocable trust right 
to resign and specifying conditions, if any, 
upon which trustee of irrevocable trust may 
resign. 


Investment 


Authorizing trustee to retain originals 
including shares of stock in the bank which 
is executor or trustee. 

Authorizing investment in 
policies or annuity contracts. 

Authorizing trustee to participate in re- 
organizations and to accept non-legals in 
exchange for original investments in legals. 

Giving authority or direction as to re- 
tention or disposition of shares of stock in 
close corporations. 


insurance 


Taxes 


Providing for payment of taxes due on 
property trusteed or given outright prior to 
death. 





Directing out of what part of. estate, 
estate and inheritance taxes should be paid. 

Authorizing executor to reimburse itself 
out of estate for taxes paid on real property 
not passing under will. 


Compensation 


Providing for additional compensation 
for extra services. 

Providing for change of compensation 
with consent of adult and competent bene- 
ficiaries. 

Providing for valuation of interest in 
closely held business. 


Distribution 


Providing for simultaneous deaths. 

Making outright disposition of personal 
effects and tangible personal property. 

Disposing of life insurance payable to 
estate. 

Making payments to or for benefit of 
minor without intervention of a guardian, 
and providing for holding minor’s share 
in trust until he is of legal age. 

Providing for occupancy of home by fam- 
ily and providing funds for upkeep. 

Providing for after-born children 
“missing” beneficiaries. 

Providing for expenses of last illness and 
burial of immediate beneficiary. 

Giving information to executor or trustee 
to facilitate location of beneficiaries whose 
existence or whereabouts are unknown to 
the fiduciary. 

Disposing of lapsed legacies and devises. 

Authorizing executor or trustee to make 
distribution in kind. 

Foster the drafting of wills and trust 
agreements without (or at least reform 
them) troublesome provisions such as those: 


and 


General Administration 


Giving executor specific directions about 
burial and funeral where there are respon- 
sible members of immediate family. 

Providing for action of trustees upon 
happening of a specified event without say- 
ing what shall be sufficient notice of the 
event. 

Xequiring personal receipt of beneficiary 
of a spendthrift trust. 

Providing for the trustee to hold and 
manage real property in another state in 
which an out-of-state trust institution as 
trustee does not have the right to hold or 
manage real property. 

Giving individual co-executors or co-trus- 
tees right to remove corporate fiduciary. 
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Requiring trustee to consult third party 
without saying whether the trustee must 
follow his advice, or requiring the direction 
or approval of a third person who is not 
likely to be accessible. 

Naming individual co-executors or co- 
trustees before or without obtaining their 
consent to serve or the consent of the cor- 
porate executor or trustee to serve with 
them, or who are not expected by the tes- 
tator to perform any active duties. 

Exercising powers of appointment with- 
out providing for the payment of the don- 
or’s debts. 


Taxes and Compensation 

Providing that income tax due by bene- 
ficiary shall be paid out of trust. 

Naming individual co-executor or co- 
trustee without providing for his compen- 
sation. 

Providing for compensation different 
from that named in the uniform rates. 


Distribution 


Misnaming charitable institutions. 
Directing executor to divide personal ef- 
fects among members of the family. 
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Using “precatory” words. 

Requiring executor or trustee to pass 
judgment upon habits, character or ability 
of the beneficiary. 

Directing trustee to pay beneficiary 
enough to make his income from all sources 
equal a named amount. 

Naming specific schools or type of school 
for the beneficiary to attend. 

Providing for an annuity upon an un- 
sound business actuarily. 

Creating trusts too small to accomplish 
intended purposes. 

Capitalizing surplus income in a charit- 
able trust. 


Trust Legislation 


Foster uniform trust legislation that 
tends to simplify and standardize oper- 
ations, such as: 

Uniform Acts on Principal and Income, 
Trusts, Stock Transfer, Ancillary Adminis- 
tration, Out-of-Sale Trust Institutions as 
Fiduciaries and Simultaneous Death. 

Give support to legislation toward sim- 
plification and clarification of our income, 
estate and gift tax laws. 

Seek to obviate the necessity for furnish- 
ing tax waivers and all kinds of papers 
every time a fiduciary wants to sell stock. 


Co-Executors and Co-Trustees 


Have definite understanding as to what 
each executor or trustee is to do and as 
to communications and conferences with 
the individual fiduciaries. 

Arrange for routine functions to be per- 
formed by trust institution and insist upon 
its having sole custody of securities. 

Confirm securities and other transactions 
to co-executor and co-trustee by use of car- 
bon copies. 
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Small Accounts 


Consider for streamline administration: 

Establishment of a special unit for hand- 
ling small accounts. 

Group reviews of small accounts. 

Eliminating any real estate supervision 
or security supervision except where special 
investigations are called for. 

Delivering or selling tangible personal 
property as soon as possible after appoint- 
ment. 

Providing form letters for the mailing 
of assets to the distributees. 

Having distribution handled directly by 
the administrative officer or his secretary, 
except where more detailed attention might 
suggest use of regular distribution divi- 
sion. 

Making no extra copies of inventories, 
wills and documents except when specifical- 
ly requested for specific purposes. 

Requiring the attorney for the estate to 
assume many of the services which we now 
perform in our service divisions, such as 
securing tax releases, preparing inheritance 
tax affidavits, drawing deeds, assignments, 
ete. 

Setting up a tickler system to 
each phase of the work moves 
promptly. 

Suggesting the changing of smaller 
agency and custodian accounts to a living 
trust invested in common trust units. 


see that 
through 


(To be continued) 


University Gives Trust Companies 
Course 


With the cooperation of the Trust Com- 
panies Association of Ontario, Queen’s Uni- 
versity in Toronto is offering a Trust Com- 
panies Course which is the first of its nature 
in Canada. Open to employees of Canadian 
trust companies only, the course will be given 
by correspondence, and includes the subjects 
of Accounting, Law, Trust Business, and Cor- 
poration and Finance. The American Institute 
of Banking’s two volumes on trust business 
will be used with annotations adapting the text 
to Canadian conditions. Examinations will be 
held in February in each year, at convenient 
places throughout the Dominion. Well over 100 
persons from all parts of Canada have regis- 
tered for the first year. 

This constructive program is in large part 
due to the efforts of A. Roy Courtice, trust 
officer of the Toronto General Trusts Corpora- 
tion, who is president of the Trust Companies 
Association, 
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Monroe Street, east of LaSalle Sometimes the facilities 
of an out-of-town trust 
company are required for 
the proper management 
of your clients’ business. 
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Your inquiries are always 
cordially welcomed. 


TRUST DEPARTMENT 


Harris Trust and Savings Bank 


Organized as N. W. Harris & Co. 1882. Incorporated 1907 


HARRIS TRUST BUILDING, CHICAGO 


Member Federal Deposit Insurance Corporation 
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DIVIDEND PAYMENTS OF PREFERRED STOCKS LISTED 
ON NEW YORK STOCK EXCHANGE 


— 1945 Compared with 1944 — 


Number of Estimated 
Issues Number Aggreg. Amt. 
Listed Paying-Cash of Cash % 
Industry 12-31-45 Dividends Dividends 1945 Change 
(in thousands) 


$ 2,512 —46.8 
11,064 + 21 
4,284 = BS 
2,118 414.7 
18,926 + 0.2 
2,558 — 0.9 
9,771 ai 
4,305 mai? 
20,618 — 0.6 

323 
331 
1,615 
12,507 
6,332 
10,854 


Amusement 

Automotive 

Aviation - 

Building 

Chemical - Sate ae EN ee 
Electrical Equipment 

Farm Machinery 

Finance 

Food 

Garment Manufacturers 

Land 

Leather & Shoe Mfrs. 
Machinery and Metals 

Mining __. saalionlecd 
Paper and Publishing. 
Petroleum ‘ 3,973 
Railroad ___. Se 51,187 
Retail Mechandising 10,319 
RR = 12,588 
Shipbuilding and Operating —_________ : 759 
Steel, Iron and Coke 44,505 
Textiles : 

Tobacco 

All Public Utilities 

U. S. Cos. Operating Abroad _....--_-_>> 

Foreign Companies 

Other Companies 
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From “The Exchange”, February 


John H. Trowbridge has been made a part- At the end of 1945, trust funds administered 
ner of the firm of Driscoll, Millet & Co., bank by state institutions in Pennsylvania totaled 
accountants and management analysts of Phil- $3,993,825,709, an increase of more than $71,- 
adelphia, Mr. Trowbridge has been associated 000,000 over the 1944 figure. Corporate trusts 
with the company as contact and sales repre- continued to decline, dropping over $300,000,000 
sentative since 1932. to $3,926,913,783. 





Complete facilities for handling your 


Banking and Fiduciary Business 


promptly and effectively. 
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TRUST PROGRESS IN 1945 
Annual Reports Show Gains in Assets and Earnings 


All Divisions of the Trust Department report 
a satisfactory increase in volume of business 
and earnings. It appears that an increasing 
number of persons realize estate administration 
is becoming more complex each year, and that 
it requires adequate accounting methods, thor- 
ough knowledge of investments, and ability to 
manage property. 
Herbert D. Ivey, CITIZENS NATIONAL 
TRUST & SAVINGS BANK, Los Angeles. 


e 

During the year the Trust Department ex- 
perienced a gratifying growth in all phases of 
its activities. At the end of the year the total 
dollar value of trust assets was at an all-time 
high and earnings were considerably higher 
than in any previous year. The department re- 
ceived appointments as transfer agent, regis- 
trar, corporate agent and trustee under bond 
issues in greatly increased number, and it is 
anticipated that further desirable appoint- 
ments will be received as the bank continues to 
attract new corporate accounts. In the field of 
personal trusts there was a satisfactory in- 
crease in appointments as executor and trustee 
in both large and small estates and trusts. 
Advertising designed to dispel the erroneous 
idea that trust service is available only to peo- 
ple with large estates has met with excellent 
response. 

L. M. Giannini, BANK OF AMERICA 
NATIONAL TRUST & SAVINGS AS- 
SOCIATION, San Francisco, Cal. 

2 
Our Trust Department continues to grow in 
size and esteem ... We were pioneers in Con- 
necticut in the Common Trust Fund.... 


Lewis A. Shea, FIRST NATIONAL 
BANK & TRUST CO., Bridgeport, Conn. 
* 


At the close of the year there were 1,628 ac- 
counts in the Trust Department with a total 
book value of $200,283,871, representing a gain 
in trust assets during the year of $7,302,077. 
During the year 77 agency accounts have been 
opened, having a value of $5,180,000, 50 trusts 
were established with assets of $3,134,000. 

Robert B. Newell, HARTFORD NATION- 

AL BANK AND TRUST COMPANY, Hart- 

ford, Conn. 


* 

The Trust Department did most effective 
work in maintaining a high standard of trust 
service with curtailed personnel during the war. 
With the recent return of several experienced 
trust men from service in the Armed Forces, 
we are now in a position to further improve 
and broaden our trust activities. The Invest- 


——__. 


Continued from March issue, p. 317. 


ment Division has been expanded. The Estate 
Settlement division and the Tax division have 
been enlarged. The Corporate Trust Division 
has had a substantial growth. 


Elwyn Evans, WILMINGTON TRUST 
COMPANY, Wilmington, Del. 


& 

The Company has had a good year. Earn- 
ings and asset values have increased. Our 
financial position is strong. 

Our Trust Division has an encouraging in- 
crease in trusts related to real estate and real 
estate financing. Stockholders should bear in 
mind that we have been in the trust business 


since 1887. Our staff is thoroughly experienced 


in managing estates—those which include a 
going business as well as those having diversi- 
fied investments. 

Holman D. Pettibone, CHICAGO TITLE 
& TRUST COMPANY, Chicago, Il. 

e 

Continuing the trend of past years, our 
Trust Department again reports a gratifying 
increase in the number and value of personal 
estates and corporate accounts entrusted to its 
administration. Our appointments as Stock 
Transfer Agent were greater than in the pre- 
ceding year; as they were in 1944. Pension 
and profit-sharing trusts continue to grow, and 
more bank customers have been availing them- 
selves of the advisory investment service of the 
Trust Department. Customers and stockholders 
of the bank in ever-increasing number have 
been naming the bank as executor and testa- 
mentary trustee. 

Edward E. Brown, James B. Forgan & 
Bentley G. McCloud, THE FIRST NA- 
TIONAL BANK OF CHICAGO, II. 

® 

Ten per cent. of Trust Department Commis- 
sions or $8,365 was added to the “Reserve for 
Contingencies of the Trust Department”. Our 
common trust fund was opened on July 1, 1945 
and we were the first bank in the city and the 
second in New Jersey to offer this facility for 
the better service of small trust estates. 

Caleb S. Green, THE TRENTON BANK- 
ING COMPANY, Trenton, N. J. 


Our Trust Department continues to show an 
increase in accounts handled and a substantial 
increase in assets. The net income of the de- 
partment has improved even though the expen- 
ses have materially increased and statutory 
fees for trust services have remained fixed. 


R. Otis McClintock, THE FIRST NA- 
TIONAL BANK & TRUST COMPANY OF 
TULSA, Okla. 
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Net operating earnings of the Trust Com- 
pany in 1945, after taxes, were $101,563. In 
1944 they were $98,042. This represents a re- 
turn of 7.37% ‘on the stated capital funds of 
the Company. 

We carried on our books on December 31, as 
trustee, agent, executor, administrator or 
guardian, or in other fiduciary capacities, as- 
sets of a total book value of $168,281,900 
The corresponding figure a year ago was $152,- 
037,572, an increase of $16,244,328. Continu- 
ing trusts, which are the backlog of our busi- 
ness, increased from $82,076,278 to $88,130,- 
048. Approximately $3,000,000 of the increases 
in trust and agency accounts resulted from an 
adjustment of book values in four accounts. 

Agency accounts are of growing importance 
and have increased during the year from $46,- 
119,493 to $52,438,324. This service provides 
investment advice and... has proved a natural 
introduction to other facilities and services of 
the Trust Company. 

The gratifying number of wills in which 
First Trust Company of Saint Paul is being 
named as executor is evidence of the growing 
recognition of the value of experienced service 
in this field. 

Pension and Profit Sharing Plans, wherein 
we act as trustee for corporations, are increas- 
ing in number. 

Louis S. Headley, FIRST TRUST COM- 

PANY OF SAINT PAUL, Minn. 


Gross earnings of this department again 
reached a new high point, but the net profits 
are still very modest and not properly com- 
pensatory for the volume of trust funds under 
administration and the responsibilities in- 
volved. The rate of commissions has shown a 
slightly upward trend, but the continued re- 
funding of corporate securities at lower rates 
of interest has a tendency largely to nullify the 
betterment in rates, as our dollar income com- 
missions are, of course, based on actual divi- 
dend and interest receipts. 

Two objectives (to achieve reasonable 
profits) have recently been partly attained: 








“Providing thoroughly 
modern trust services 


First AND MERCHANTS 
National Bank of Richmond 
Member Federal Deposit Insurance Corporation 
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(1) by action of the Pennsylvania Legislature 
in giving our Orphans’ Courts authority to 
allow a trustee both an executor’s fee and a 
principal fee in trusts of longer duration; and 
(2) in the action of the Federal Reserve Board 
and the Pennsylvania banking authorities in 
raising the investment limit of any one account 
in a Common Trust Fund to $50,000. Our other 
objective, amendment of our State laws to 
substitute the Prudent Investor Rule for the 
present restrictive limitations failed of passage 
at the last session of the Legislature, but will 
again be argued early in 1947. 

Our fifth year of experience in the manage- 
ment of our Discretionary Common Trust 
Fund has still further convinced us of its 
sound advantages for the small and moderate 
sized estate. During the past fiscal year the 
Common Trust Fund increased from $18,792,- 
455 to $27,945, 483, while the number of par- 
ticipating accounts increased from 1,274 to 
1,431. 

On November 16, 1944, we established a 
Common Trust Fund for Legal Investments, 
This fund now aggregates $8,052,384 and is 
participated in by 1,162 accounts. During the 
summer of 1944 we inaugurated an Investment 
Advisory Service to provide a frequent and 
comprehensive analysis of securities. . . . This 
type of service has already resulted in a num- 
ber of very substantial accounts. 


Wm. Fulton Kurtz, THE PENNSYL- 
VANIA COMPANY FOR INSURANCES 
Etc., Philadelphia, Pa. 


Receipts from Trust Department operations 
slightly exceeded those of the preceding year. 
It should be borne in mind that the personal 
nature of the trust business carries with it an 
unusually high proportion of wages and salar- 
ies to total expenses. The old form of com- 
pensation, based upon a percentage of income, 
is being gradually supplanted by receipts from 
accounts which pay rates consistent with our 
present schedule of compensation. The latter 
represents commissions which are adjustable to 
meet future conditions and are a relatively 
stable and dependable source of income to the 
Company. The rise in this category of our re- 
ceipts has more than offset the decline in 
those based on percentage of income. 

Largely as a result of general satisfaction 
of our customers with this excellent form of 
investment, the number and amount of parti- 
cipations in our Discretionary Common Trust 
Fund have been greatly increased. We have 
established a Common Trust Fund for Legal 
Investments which already exceeds $8,500,000 
and has extended the advantages of a common 
trust fund to a large class of our accounts 
heretofore ineligible. For certain trusts partici- 
pating in these Funds we have been able to 
reduce our current charges. 


W. Logan MacCoy, PROVIDENT TRUST 
COMPANY, Philadelphia, Pa. 





During the year a satisfactory amount of 
new business has been secured, represented by 
numerous Executorships, new Trusts, Guar- 
dianships, and Agency Accounts of the cus- 
todianship type and those employing our 
Supervisory Investment Service. 


Frank C. Roberts, Jr.. THE REAL ES- 
TATE TRUST COMPANY, Philadelphia, Pa. 


The Trust Department’s net earnings in 
1945 were among the largest in our history. 
This was due chiefly to several non-recurring 
items of income. Earnings from normal fees 
showed the usual small margin of profit. We 
share in one of the most important problems 
the face all banks engaged in trust business — 
inadequate fees and commissions, resulting 
from the increased costs involved in handling 
trusts and estates and the decreased income 
from which fees and commissions are derived. 
This condition has shown slight improvement 
during the past year, and it is hoped that more 
of our customers will be agreeable to higher 
commissions for services received. We are not 
unmindful, however, of the shrinkage in in- 
come to our trust customers as the result of 
decreased yields on investments. 


A fixed percentage of income as commission 
on trusts applied to decreasing yields on in- 
vestments, plus extraordinarily increased oper- 
ating costs due to increased tax work, more 
returns, more investment data and reviews, 
more records, and generally increased cost of 
operations, all have made it difficult for the 
bank to realize an adequate profit commensur- 
ate with the responsibility involved. In co- 
operation with other banks, our efforts will 
continue actively to correct this situation. We 
continue to serve the public in a most highly 
appreciated way in our Estate Analysis De- 
partment, 


Our Trust Department — with personal trust 
funds of $148,905,000 — now provides manage- 
ment and income for approximately 4216 bene- 
ficiaries. Our trusts vary in size from small 
guardian accounts of a few dollars to some 
of Pittsburgh’s largest estates. Through cor- 
porate trusts we contact another 87,000 indi- 
viduals scattered over the world. 


The Common Trust Fund A, establised in 
1940, has proven a most satisfactory method 
for providing a diversified investment of trust 
funds for accounts of $50,000 or less value 
where there are broad powers of investment. 


_The Trust Department is staffed by four 
vice presidents, seven trust officers, two as- 
Sistant trust officers, and 94 other employees. 


Robert C. Downie, PEOPLES-PITTS- 
BURGH TRUST COMPANY, Pittsburgh, Pa. 
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During the past year the Personal Trust De- 
partment has continued to enjoy a steady 
growth and the volume of business handled in 
this department exceeded that of any previous 
year. Executor and administrator of decen- 
dent’s estates, as guardian and agent for indi- 
viduals, and as trustee of estates and pension 
funds. 

There are many occasions in which the work 
of a trust department—the management of 
property for others—assumes the nature of 
public service. A recent survey showed that 
this department was acting as guardian under 
Court appointment in several hundred accounts 
and in the majority of cases the average size 
of the account was less than $1,000 in value. 
Moreover, this survey revealed that about three 
fourths of the personal trust accounts averaged 
less than $100,000 in volue. 


Clarence Stanley, THE UNION TRUST 
COMPANY OF PITTSBURGH, Pa. 


Gross earnings of the Trust Department 
amounted to $169,322; net earnings were 
$22,127. During 1945, we terminated 191 trust 
accounts for a total principal sum of $1,814,625, 
compared with 193 accounts for a total of 
$549,954 last year. To offset this maturing of 
trust estates, we obtained 166 new trust ac- 
counts for a total of $2,336,995, compared 
to last year’s report of 131 new accounts for 
an initial value of $2,229,215. 

Book value of individual trusts was $30,- 
134,798 on December 31, 1945; Corporate 
Trusts of $6,624,915 were outstanding. 

We obtained 56 wills, 6 life insurance trusts, 
and 1 pension trust. We reviewed and revised 
26 wills and life insurance-trusts in which we 
previously were named in a fiduciary capacity. 
Total potential trust business received in 1945 
amounted to approximately $2,000,000. 

During 1945 we received, in either principal 
or income, a total of $13,655,530, compared to 
a total of $10,276,730 in 1944. We disbursed, 
either by check or by book transfers in pay- 





KENDE GALLERIES 
at GIMBEL BROTHERS 


33rd Street & Broadway, N. Y. 1 


SALES at PUBLIC AUCTION for ESTATES 
APPRAISAL FOR TAX AND OTHER PURPOSES 
* 


The Kende Galleries offer unparalled facilities for 
selling estates. Cash advances on properties for 
estates in need of administration expenses or taxes 
will be made. All sales are given unusually large 
coverage in newspapers and magazines. Write or 
phone for: information about the additional advan- 
tages offered by the Kende Galleries, PE 6-5185. 
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TRUSTEE FEES 45.71% 


(INCLUDING GUARDIANSHIP FEES) 


Percentage of gross income by classes: 
First Trust Company of Saint Paul (a 
strictly fiduciary institution). 





ment of expenses, repairs, taxes, distributions, 
or investments, a total of $13,401,466, com- 
pared with $10,451,692 in 1944. 

As Trustee for the owners of participations 
in real estate, we issued, in 1945, a total of 
3202 checks against 3009 for the previous year, 
in distributing income and principal to original 
bondholders totaling $756,152. This compares 
with a distribution of $619,663 in 1944. 

We hope that during the session of Legis- 
lature, in 1947, the “prudent man” Act will 
be passed. At that time, we will recommend 
the creation of a “Discretionary Common Trust 
Fund.” 

We have continued our practice of sending to 
beneficiaries of our trust estates, analyses of 
the estates’ investments, particularly as to 
stocks and bonds. Our Trust Committee re- 
views an entire trust account from time to 
time, and a copy of the review is forwarded 
to the beneficiaries. We find this practice a 
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source of good will among our trust bene- 
ficiaries and an aid in securing trust new bus- 
iness. 


Sidney D. Kline, BERKS COUNTY 
TRUST COMPANY, Reading, Pa. 


The income of the Trust Department during 
the year amounted to $65,945, and expenses 
to $34,702. 


Julian Mitchell, THE SOUTH CAROLINA 
NATIONAL BANK, Charleston, S. C. 


Increasing number of customers took ad- 
vantage of the many services offered by the 
Trust Department during the year just passed. 
Total assets under administration in various 
capacities increased during the year, as did 
the number of appointments secured under 
which at some future dates the bank will 
qualify as executor, trustee, etc. The operation 
of the Department continued to be profitable, 
a reflection not only of the attitude of the 
general public, but also of the cooperative ef- 
forts of stockholders, directors, officers and 
employees. 

The growing complexities of investment pol- 
icy and of taxation have commanded the atten- 
tion of all with any property or wealth to 
protect. The services of the Department, con- 
sequently, have become more and more valuable 
to customers in connection with their daily 
problems of this nature, as well as with refer- 
ence to ultimate disposition of their estates. 
Solutions have been found both through the 
use of trusts established during the life of 
the donor and through investment management 
agencies. By both means, investment advice, 
safe keeping of securities or other property, 
and tax assistance can .be secured, along with 
systematic arrangements for consultation with 
the owner of the property. 


P. D. Houston, THE AMERICAN NA- 
TIONAL BANK, Nashville, Tenn. 


The Trust Department of your Bank is no 
exception (to an increase in earnings). In 
1945, the activity in all its various Divisions, 
likewise, its earnings continuing the steady 
upward trend were larger than in any previcus 
year. It is particularly gratifying that so large 
a part of our Trust business is directly at- 
tributable to those whom we are now serving 
or have served in the past. Many of our cus- 
tomers — stockholders and others — have 
tangibly proved their satisfaction by directing 
their friends and members of their families 
to the Trust Department. 

John J. Miller, Jr. and H. Hiter Harris, 
FIRST AND MERCHANTS NATIONAL 
BANK, Richmond, Va. 

* 


Your Trust Department has experienced one 
of its best years. Many-new accounts have been 
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placed on our books and our volume has in- 
creased substantially. We have also been for- 
tunate in having many new wills and agree- 
ments placed on file with us in which we are 
named as personal representative. During the 
stress and strain of war times many of our 
stockholders and customers have had little 
or no time to devote to their own affairs; thus 
many wills are outdated and much should be 
done towards rearranging estate plans. There 
has been a steady uptrend in the demand for 
experienced trust management, and we there- 
fore look forward to a good volume of business 
for the coming year. 

H. H. Augustine, STATE-PLANTERS 
BANK & TRUST COMPANY, Richmond, 
Va 

* 

The assets of the Trust Department at the 
close of the year total $12,533,032. This is the 
highest total recorded in the history of this 
department. The book value of new business 
added during the year amounted to $1,714,978. 

We are still emphasizing the fact that trust 
service is just as valuable and just as available 
for the people of modest means as for those 
of substantial means. The size of the estate or 
trust is of secondary importance. The first 
question is, whether a Trust Department ser- 
vice is needed; the next, whether we can pro- 
vide this service at a reasonable cost to the 
customer and at a fair rate of compensation 
to the bank. 

C. Francis Cocke, THE FIRST NATION- 
AL BANK OF ROANOKE, Va. 


We are happy to report that the earnings of 
the Trust Department in 1945 exceeded those 
of any previous year. This is especially grati- 
fying because extra efforts have been made to 
build up the business of this department. Re- 
sults have been satisfactory and prospects are 
equally so. 

George H. Greenwood & Charles F. 
Franklin, THE PACIFIC NATIONAL 
BANK, Seattle, Wash. 

* 

Our Trust Department reflecte< 2n increased 
volume of fiduciary business lasi year, which 
resulted in additional earnings. We were par- 
ticularly pleased to observe the increased num- 
ber of requests by private corporations for 
various trust services, as well as many new 
appointments as executor and trustee under 
wills, and as trustee under living trusts. 

Lawrence M. Arnold & Thos. F. Gleed, 
SEATTLE-FIRST NATIONAL BANK, Seat- 
tle, Wash. 


Greatly increased interest has been shown in 
the services rendered by the Trust Department. 
Fees increased approximately 10%, new trusts 
in excess of 50% and wills deposited in excess 
of 150% over the preceding year. 
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A supplemented program of advertising has 
been carried out stressing the fact that the 
bank is one of the oldest and largest trust insti- 
tutions in the Pacific Northwest and that the 
conduct and administration of trusts is one of 
our principal activities. 

Cebert Baillargeon, SEATTLE TRUST & 

SAVINGS BANK, Seattle, Wash. 


The results of the first year’s operations of 
the Discretionary Common Trust Fund were 
very satisfactory. The size and activity of the 
Department has increased greatly during the 
year ... it is hoped that plans will soon be 
put into effect to provide a new building. 


Eliot G. Fitch, MARINE NATIONAL EX- 
CHANGE BANK, Milwaukee, Wis. 


Ww a > 
AUSTRALIA 


The value of the new business that came 
under the control of the Company for the year 
ended 30th June last was £1,281,448. Trust and 
Agency Funds under administration on 30th 
June, 1945 were £14,107,451. i 


The gross earnings of the Company for the 
year just closed were £57,843, which compares 
with £57,843, which compares with £54,813 





621 EAST MAIN STREET 
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Some of the Largest Estates Administered in the 
State of Virginia are handled by this Company 
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for the previous year. After taxes there is left 
a surplus of £11,662. This shows an improve- 
ment on last year, and is arrived at after mak- 
ing some provision towards post-war salary 
adjustments. Throughout the year we experi- 
enced continual difficulty in finding suitable 
investments. There was a very limited demand 
for loans on mortgage, and many of our mort- 
gages have been repaid. To make a comparison 
with 1930 — 15 years ago — when our total 
Trust Funds were just over ten millions we 
had invested in mortgages over £2,600,000. 
Now with our total funds over fourteen mil- 
lions our mortgage investments are only 
£1,800,000. Commonwealth Government Loans 
at 3% per cent are about the only avenue avail- 
able at present for the investment of trust 
funds. It would seem advisable therefore for 
clients to revise their Wills with the view to 
giving their trustees power to invest in addi- 
tional securities to those authorized by law 
such as the purchase of real estate and shares 
and debentures of Companies. 


J. H. Gosse and E. W. Williamson, EXE- 
CUTOR TRUSTEE AND AGENCY COM- 
PANY OF SOUTH AUSTRALIA LIMITED, 
Adelaide. 
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CANADA 


Profits for the year are greater than for any 
period yet reported. Estates, Trusts and Agen- 
cies under administration (4,713,803) are the 
largest ever shown on our Balance Sheet, and 
increasing daily. 

Fred Magee, THE CENTRAL TRUST 

COMPANY OF CANADA, Moncton, N. B. 


There has been a substantial increase in the 
value of estates, funds, trusts and agencies 
under administration. The year’s net profits 
of $76,064 were higher than the previous year’s 
figure of $69,192. 


THE CANADA TRUST COMPANY, 
London, Ontario 


In the six years of war, notwithstanding that 
our normal business was subject to the over- 
riding priority of war needs, the assets of 
estates, trusts and agencies increased by 40%, 
and now total $68,659,048. This striking gain 
reflects the ever-widening recognition of the 
value of the Company’s services and of the 
confidence in which it is held. Net profits in 
1945 were $77,164, an increase over the pre- 
ceding year. Because of heavy wartime taxes, 
profits are less than before the war, but it is 
reasonable now to expect taxes to decrease, 
with a consequent upward trend in net profits, 


E. D. Gooderham, THE CANADA PER- 
MANENT TRUST CO., Toronto, Ontario. 


The net profits for 1945 increased $51,000 
over last year and were the highest since 1930. 
The amount of estates, trusts and agency bus- 
iness handled by our Trust Department shows 
an increase of approximately $1,000,000. 

Increased distribution made each year in 
connection with estates, as compared with some 
years ago, is due to the imposition of Dominion 
of Canada succession duties, increase in the 
rate of Provincial duties, and the larger pro- 
portion of capital used for the maintenance of 
beneficiaries. In Toronto Office alone the capital 
disbursements in connection with estates 
amounted to more than $10,000,000, of which 
over $3,000,000 was paid for succession duties. 

Our Corporate Trust Department again has 
had a very active year. As a result of removal 
of obstacles to communication with the Con- 
tinent there has been much activity in collabor- 
ation with French, Belgian and other continen- 
tal interests in endeavours to bring about re- 
organizations in situations where default has 
existed for several years. Sinking fund opera- 
tions have been substantial and there have 
been a number of new bond issue trusteeships 
largely as a result of the refundings. 

Our Transfer Departments again have had 
a very busy years and the earnings show 4 
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gratifying increase. Owing to the activity on 
the Stock Exchanges there has been a big in- 
crease in the number of stock certificates 
issued, and in addition many important new 
transfer agencies have been obtained, particu- 
larly from mining companies. More and more 
corporations are making use of our services 
as dividend disbursing agent. As an indication 
in Toronto Office alone over 260,000 dividend 
cheques have been issued during the year. 
The Department also continues to act as 
scrutineers at shareholders’ meetings, particu- 
larly where important reorganizations or trans- 
actions are to be authorized and where the 
strictest accuracy in taking and recording the 
vote is essential, More and more solicitors and 
underwriters are taking advantage of our long 
and varied experience in transfer agency work. 


H. V. Laughton, K.C., NATIONAL TRUST 
CO., LTD., Toronto, Ontario. 
e 
The net profits for the year, after providing 
for all expenses ... ascertained and anticipated 
losses, are $472,498, an increase over 1944 of 
$28,305. During 1945 the volume of Estates, 
Trusts and Agencies, etc. under the manage- 
ment of the Corporation increased by $11,496,- 
744 (to $253,124,603). 
The new business received during the year 
. included appointments as executor, ad- 
ministrator, trustee under wills and _ trust 
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deeds, guardian, trustee under pension trusts, 
agent for the management and safe-keeping 
of investments and agent in the management 
of real estate. These appointments cover prac- 
tically every type of asset. The smallest estate 
received was less than $5,000; the largest had 
a value of several millions. 

We have experienced a growing demand for 
the Corporation’s services as agent in the man- 
agement of investments. The agency agree- 
ments under which we act are usually of a 
simple character, giving instructions with re- 
gard to the care and management of the in- 
vestments and conferring varying degrees of 
responsibility. 

An extensive and rapidly growing use is be- 
ing made of our Estate Planning Department. 
These facilities are being extended so that they 
may be available in greater degree through our 
various Branch offices. 


Appointments as transfer agent and regis- 
trar have been received for a constantly in- 
creasing number of new companies. Current 
activity on the stock exchanges has increased 
the volume of transactions we handle in this 
Department. While there has been little corpor- 
ate financing in Canada of any great signifi- 
cance, reorganizations and refundings have 
been important in number and volume involved. 
It seems likely, however, that once we are past 
the period of re-conversion we shall see the 
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facilities of our Corporate Trust Department 
will be increasingly in demand. 


General Manager, TORONTO GENERAL 
TRUSTS CORP., Toronto, Ontario. 


Profits for the year at $498,000 were $53,000 
better than in the previous year... As it seems 
unlikely that Great Britain will be in a position 
to permit lifting of the bars against the pur- 
chase of foreign exchange for investment pur- 
poses for some years to come, the business of 
managing Canadian investments for clients in 
England, which has already been sharply cur- 
tailed, will diminish as further investments in 
Canada are realized upon to pay death duties 
in England, and for other purposes. 

Our principal business, that of administer- 
ing estates and trusts, shows substantial 
growth (from $795,793,060 as of Dec. 31, 1944, 
to $859,820,026). Administration difficulties, 
however, are many, with the numerous govern- 
mental controls, and with succession duties 
and income taxes remaining high, while inter- 
est rates decline. 

The management and safe-custody of securi- 
ties and of other assets of living persons, or of 
their holding companies, is a most important 
part of our business and is growing yearly. 
Many new clients come to us without solicita- 
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tion, while others are beneficiaries of estates 
which we have administered and who wish us 
to continue the management of their inherit- 
ance. 

Pension Fund Trusts for which we act as 
trustee or depositary under Pension Fund 
Agreements between companies and their em- 
ployees are showing satisfactory increase and 
the outlook for further such appointments is 
encouraging... Our stock transfer agency 
business showed reasonable expansion, but 
there was little activity in the field of new 
financing by way of bond issues—the trend be- 
ing more towards the redemption of bonds and 
preferred stocks, or their refunding at lower 
rates, sometimes by private arrangement 
rather than by public issue. 

More companies are broadening the transfer 
facilities for their shares by opening registers 
at additional points, as well as making use of 
our dividend disbursing facilities which relieve 
them of much bother at small cost. 

R. P. Jellett, THE ROYAL TRUST COM- 

PANY, Montreal, Quebec. 


As of December 31, 1945 Estates, Trusts and 
Agency Accounts administered were in the 
amount of $29,609,652, while in 1944 the fig- 
ure was $30,489,071. 

SOCIETE D’ADMINISTRATION ET 

DE FIDUCIE, Montreal 


Philanthropy Sets Record 


A new record of American philanthropy in 
1945 is indicated by a study by The John Price 
Jones Corporation, public relations and fund- 
raising counsellors of New York. This study 
shows that in eight of the largest cities of 
the country publicly announced gifts in 1945 
totalled $191,134,648, an increase of 18.57 per 
cent over the $161,198,206 contributed in the 
same cities in 1944. The study, which has been 
in progress for the past 15 years, analyzes 
gifts and bequests of $1,000 and more to phil- 
anthropic causes in New York, Chicago, Phila- 
delphia, St. Louis, Los Angeles, Boston, Balti- 
more, and Washington, D. C. 


Publicly announced bequests for 1945 in 
these cities totalled $18,171,649 compared with 
$34,677,696 in 1943, or a decline of 47.6 per 
cent. 


As in the past, New Yorkers gave away the 
greatest amount of money, $91,569,332, fol- 
lowed by Chicago with $23,352,485; Philadel- 
phia, $19,186,213; Los Angeles, $15,704,580; 
Boston, $13,658,268; Baltimore, $9,923,366; 
Washington, D. C., $8,864,391, and St. Louis, 
$8,776,013. 
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VALUE OF TRUST SERVICE CITED IN ANNUAL REPORTS 


NUMBER of interesting observations 
~~ made in annual bank reports for 
1945, showing the value of trust services 
to stockholders and other readers of the 
report. Aside from the frequent notation 
of the mere existence of such a department 
or the invitation to stockholders to use such 
facilities and encourage their friends to do 
likewise, the following quotations are typ- 
ical: 


Superior trust service will never be of 
greater value to the people of North Carolina 
than in the next few years. From the individual 
of moderate means to the man of great wealth 
there has been an increased need for intelligent 
assistance in estate management. The members 
of the Wachovia Trust Department feel very 
deeply the keen responsibility resting on them 
to bring this trust service to the attention of 
every estate owner. 

With ever changing tax laws and regulations, 
constantly varying economic trends and the 
threatening vacillations in individual invest- 
ments, the need for seasoned fiduciary services, 
performed by a group of trained and experi- 
enced full-time trust men, is highlighted. The 
many technical details involved in the ad- 
ministration of an estate not only cause con- 
siderable worry to one not familiar with them, 
but consume time that a businessman can ill 
afford to take from his business. 


Our efforts will be continued to point out to 
employers this scientific and practical method 
(Pension and Profit Sharing Trusts) of taking 
care of employees, in supplement to the Social 
Security benefits, after they have reached the 
non-productive period of their lives. 

Richard G. Stockton, WACHOVIA BANK 

& TRUST COMPANY, Winston-Salem, N. C. 


The oldest trust which we are now admin- 
istering was created by a final decree entered 
on May 12, 1892, and has thus been in oper- 
ation for over fifty-three years. The growing 
volume of business in our Company and in the 
country at large indicates that corporate fidu- 
ciary service meets a definite need in our 
company. Tax, investment and administrative 
problems increasingly require the depart- 
mentalized and technical services which a 
trust company is equipped to perform. While 
the number of great fortunes may be less in 
the years ahead, there is still a large volume of 
business to ke had, often appearing in new and 
unexpected places. We look forward with con- 
fidence to a steady growth in trust business 
as the wealth of the community increases. 


Louis S. Headley, FIRST TRUST COM- 
- PANY OF SAINT PAUL, MINN.: 


Statistics prove that women and children 
are the real beneficiaries of the bulk of the 
wealth of our Country. Without the services of 
competent Trust Departments, much of this 
wealth might be disspated. 


Small businesses are of great importance in 
this Country, and one of our gravest problems 
is the effect on these businesses of death taxes. 
Many partnerships and closely held corpora- 
tions have been sold or wrecked as a result of 
the death of one or more interested persons. 
Experience has proved that it is much better 
to plan for the payment of these taxes than 
to attempt to avoid them, and with this end in 
view we are urging our customers to plan 
their estates. In this connection one of the 
most valuable allies we have is the well-trained 
Life Insurance Underwriter. We were one of 
the first Trust Departments to realize that 
the Life Insurance Business and the Trust Bus- 
iness were not competitors, but that by work- 
ing together they best served the public. The 
past year has emphasized again the need of 
well-drawn Wills and Trust Agreements, since 
with the decline in both the earning and pur- 
chasing power of money it is fast becoming 
impossible to live on income. When to this 
fact is added the devastating effect of taxes, 
we find that widows and children cannot be 
properly cared for unless the plans for their 
protection are up to date, arranged with the 
advice of a person of judgment and under- 
standing who daily sees the effect of poor 
planning upon the lives of those who are un- 
able to earn. 


John J. Rowe, THE FIFTH THIRD UN- 
TON TRUST CO., Cincinnati, Ohio. 


For years, industry in this country has large- 
ly used mass production methods rather than 
individual craftsmanship. While mass produc- 
tion may be economically sound generally, we 
are satisfied that this technique must not be 
applied to the administration of estates. Al- 
though we have the management of over fifty 
millions of dollars in trust funds, we are so 
organized that each trust administrator is able 
to give the maximum personal attention to the 
accounts that have been assigned to him. This 
means that he knows each account intimately, 
knows the beneficiaries personally and becomes 
thoroughly conversant with their desires and 
needs. At the same time, our Trust Department 
has the usual specialized divisions to look after 
investment securities, taxes, mortgages and 
real estate. It is gratifying to report that bene- 
ficiaries of estates under our management 
frequently express their appreciation of the 
services rendred, and confirm thir confidence 
by naming the Company as Executor of their 
wills. We continue to welcome estates of a very 





416 


few thousand dollars as well as those of much 
larger size. All of them have many problems 
in common and are administered by us with the 
greatest care. 


Louis H. Bieler, GERMANTOWN TRUST 

COMPANY, Philadelphia, Pa. 

o 

It has been the policy of your company in 
the acceptance of trust business not to discrim- 
inate against small accounts but to place the 
emphasis on providing the type of service best 
fitted to the individual needs of each cus- 
tomer. 

The opportunity for constructive service is 
greater than ever before; accordingly, the staff 
of the Trust Investment Department has been 
continually expanded and strengthened. 


Clarence Stanley, THE UNION TRUST 
COMPANY, Pittsburgh, Pa. 


+ 

The convenience and flexibility of the living 
trust cannot be too often mentioned and the 
opportunity that it gives for a customer to be- 
come acquainted with the operations of the 
Trust Department makes it especially desir- 
able. May we recite one instance of a living 
trust which will be opened very shortly. The 
trustor will establish this trust with cash on 
hand in excess of the needs of his business, 


which up to now he has hesitated to invest. -: 


He has purchased additional life insurance 
in an amount sufficient to cover his estimated 
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death tax liabilities. The income from the 
securities to be purchased in the trust will pay 
the premiums on this new life insurance. Thus 
without diminishing the assets of his business 
and without drawing on his personal earnings 
he will have assured the intact value of his 
estate for his beneficiaries. 


George H. Greenwood and Charles F. 
BANK, Seattle, Wash. 


* 

The problems of taxation, of investment and 
of the general administration of estates today, 
have made the intelligent advance planning 
of an estate highly desirable. Typical of such 
problems which require analysis and consider- 
ation are, for example, the control of family 
businesses, provision of adequate trust pow- 
ers, proper arrangement of life insurance as- 
sets, investment policy to be followed, the ef- 
fect of taxes upon the estate and on the bene- 
ficiaries’ interests in it particularly in view of 
the low interests now prevailing, the safeguard- 
ing and protection of the interests of minors. 


W. G. Watson and Charles McCrea, TOR- 
ONTO GENERAL TRUSTS CORP., Toronto. 


Another in the series of small trust confer- 
ences was held by Gilbert T. Stephenson last 
month in the Illinois cities of Belleville, Gales- 
burg, La Salle and Oak Park. 
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TRENDS IN EMPLOYEE BENEFIT PLANS 


Profit Sharing Inadequate for Pension Benefits 


J. H. SHREINER 
Director and Assistant to the President, Towers, Perrin, Forster & Crosby, Inc., Philadelphia 


ENSION plans are generally funded 

through a trust or through a contract 
issued by one or more life insurance com- 
panies. In many instances, both procedures 
are employed for the funding of the various 
parts of a program inaugurated by a given 
employer. If a plan is to be funded through 
a trust, the employer will decide upon the 
rate of interest and other assumptions 
which are to be used. If the funds are to 
be given to an insurance company, the in- 
surance company will quote the rates to be 
used and guarantee to make the benefit pay- 
ments. 

A consideration of the various funding 
procedures immediately gives rise to the 
contention that one funding procedure is 
more economical than another. Such a 
statement ignores the fact that any pension 
plan is going to have an employer cost that 
will equal the total benefits which are dis- 
tributed, to which must be added the ex- 
penses of administering the plan, and from 
which must be deducted the amount of any 
interest that is earned on the funds set 
aside for pension purposes, and the amount 
of any contributions which employees make 
toward the cost of the plan. Moderate dif- 
ferences may be experienced in net interest 
earnings and in administrative costs. It 
follows, therefore, that the higher costs will 
be attendant on the plan which provides the 
greater benefits. 

The fact that under some given procedure 
you are able to base your contributions to 
your fund on more optimistic assumptions 
as to mortality or interest, only serves to 
becloud the issue. In determining the 
contribution to a fund, you can make in- 
numerable assumptions, and the more opti- 
mistic you make your assumptions, the 
lower will be your estimate of the require- 
ments of the fund. All of this, however, has 
nothing to do with the cost of the plan, be- 
cause the true cost will ignore all of the 
assumptions and reflect the actual experi- 
ence of the plan. If, in the actual operation 


From address before the Philadelphia 
Control of Controllers Institute of America, 
Feb. 7, 1946. 


of the plan, you do not earn the high rate 
of interest contemplated, or if the partici- 
pants in the plan do not die as rapidly as 
your mortality assumption contemplates, it 
will be necessary to make additional contri- 
butions to the fund if the fund is to main- 
tain actuarial solvency. 


Death Benefits in Retirement Plans 


NE of the very marked trends in recent 

years has been the increasing preva- 
lence of substantial amounts of life insur- 
ance in retirement plans. Some part of 
this has been influenced by the very limited, 
market for individual contracts issued by 
life insurance companies to provide only 
annuity benefits. Contracts with life in- 
surance features were, therefore, employed 
to provide benefits for groups which were 
too small to qualify for group contracts, 
and for which trusteeship would be a very 
hazardous undertaking because of the 
limited number of employees included in 
the plan. 


Of greater importance, however, was the 
fact that employers came to an increasing 
realization that under prevailing conditions 
employees have a very limited capacity to 
accumulate an estate, and that even though 
they may be well paid during their working 
lifetimes, their opportunities for thrift are 
quite limited. Employers have therefore in- 
corporated substantial death benefit pro- 
visions in recently inaugurated retirement 
plans, and in the majority of instances have 
done this through the means of life insur- 
ance. 


Recogntion has also been given to the 
substantial death benefits provided by the 
Social Security Act in respect of the first 
$3,000 of annual earnings. In the event of 
the death of an individual covered by the 
Social Security Act, monthly payments of 
income are made to his surviving children 
and to his widow until the youngest child 
has reached 18 years of age. Payments are 
then discontinued, but when the widow be- 
comes 65 years of age, monthly payments 
are resumed, and continue until her death. 
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On the basis of reasonable assumptions 
as to mortality and interest, these benefits 
might have a present value of $9,000. This 
estimate is based upon an individual who 
has a wife and two children, and who has 
earned $3,000 a year since the inception of 
the Social Security Act. Since benefits ac- 
crue only in respect of the first $3,000 of 
annual earnings, the death benefits inherent 
in the Social Security Act are, in this illus- 
tration, equivalent to three years’ earnings. 
Life insurance has, therefore, been included 
in quite a number of employee plans, in 
order to provide somewhat comparable 
death benefits on earnings not covered by 
the Social Security Act, providing greater 
equality of treatment among employees. 


Almost every retirement plan contains 
provisions which enable an employee to 
exercise an option under which he can take 
an annuity of somewhat lesser amount of 
monthly payment, and have that annuity 
continued until both he and his wife have 
died. If an employee who has made such 
an election dies shortly after retirement, his 
surviving widow is possessed of an income 
payable for all of her remaining life. On 
the other hand, if an employee, having made 
such an election, dies before retirement age, 
there is no benefit whatsoever payable to the 
widow, unless the plan contains a provision 
for the payment of death benefits. Both em- 
ployers and employees have disliked this 
difference in treatment, and for this reason 
some of the later plans have included sub- 
stantial death benefit provisions, while some 
of the older plans are being revised to cor- 
rect this situation. 


Pension Versus Profit-Sharing Plans 


HERE is a great appeal in the idea that 
pension costs can be related to corporate 
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earnings, but, unfortunately, the 1942 
Revenue Act greatly restricts complete free- 
dom of action in this respect. Essentially, 
it provides that deductions may not be made 
under a profit-sharing plan if such pay- 
ments are applied to provide benefits, the 
cost of which may be actuarially determined. 
In other words, a definite benefit pension 
plan may not be funded through the opera- 
tion of a profit-sharing plan. 


The maximum amount that any partici- 
pant may expect to receive from a profit- 
sharing plan is that which will be produced 
from payment, on his account, of the maxi- 
mum of 15 percent of his earnings in each 
year during which he is a participant in 
the plan. An examination of the results 
which might be produced on that basis may 
prove to be disheartening. If we assume 
that a male employee has 15 per cent of his 
earnings set aside each year for the purpose 
of providing a pension at age 65, and that 
his earnings remain unchanged to retire- 
ment age, that the fund earns 2% per cent 
interest, and that in the event of death he 
will receive as a minimum the aggregate 
amount paid in for his benefit, we will find 
that he has a pension of approximately one- 
half pay if the accumulations started when 
he was 30 years of age. If the accumulations 
started when he was 40, the pension will be 
approximately one-third of pay, if he was 
50 at the time the plan got under way the 
pension will be approximately one-sixth of 
pay, and if his accumulations started at 
the time he was 60 years of age his pension 
would amount to only one-twentieth of his 
earnings. 

Actually, these figures are probably very 
much better than the results which will be 
developed, since the calculations assume 
that his pay remains unchanged during that 
entire period, whereas the pay of younger 
employees tends to rise, and this will pro- 
duce a reduction in the ratio of pension to 
final earnings. It is also true that few 
corporations are likely to have profits which 
would result in the maximum 15 percent 
contribution in each year over a long period. 

If the company would be able to make the 
15 per cent contribution in each year, the 
pension would probably be adequate as to 
the younger employees who do not earn in 
excess of $3,000 a year, but the pension that 
will be provided in respect of older employ- 
ees, and as respects the earnings in excess 
of $3,000 a year for any of the employees, 
will not be large enough to enable manage- 
ment to accomplish prompt retirements 





when the retirements of the employees 
would be in the best interests of the com- 
pany. 

Under the usual pension plan involving 
fixed charges, employer funds are heavily 
concentrated on employees who are near 
retirement age and who constitute the im- 
mediate pension problem. This is not per- 
missible under a profit-sharing plan. Hence, 
there is the need of supplementing the bene- 
fits arising from a profit-sharing plan, if 
adequate pensions are to be provided. Profit- 
sharing plans have their place, but they 
should not be confused with pension plans, 
and they cannot duplicate pension plans to 
the extent of producing predictable results. 


The pension plan which provides definite 
benefits and the costs of which are carried 
as a fixed charge in operations will provide 
benefits which are determinable by the em- 
ployee and by the employer, and if properly 
designed will provide an income which will 
enable a superannuated employee to retire 
promptly. 

There is a place for a profit-sharing plan 
when, because of the nature of the em- 
ployer’s business, earnings fluctuate so 
drastically as to make it impossible for the 
employer to assume the fixed charges atten- 
dant on an adequate benefit plan. Under 
such circumstances, profit-sharing plans are 
found in conjunction with modest definite 
benefit plans. The definite benefit plan pro- 
vides all the benefits which the employer can 
carry as a fixed charge, and the profit- 
sharing plan has the function of increasing 
those benefits from funds available in good 
years. 


Probable Trends 


HE early pension plans were established 
fy on a basis which did not require any 
Later, 
tions, in inaugurating retirement plans, re- 
quired employee contributions, reducing the 


employee contributions. organiza- 


employer’s cost. Continuing contributions 
keep the employee aware of the security 
which he and his employer are creating. 
Systematic contributions result in savings 
employees would otherwise not have, and 
provide a fund which protects the em- 
ployees who leave service prior to retire- 
ment. 

In later years, and particularly during 
the war years, plans were installed on a 
basis which did not call for employee contri- 
butions. This was due primarily to the 
great number of deductions which already 
were being made from the pay checks, with 
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the largest amounts going to withholding 
taxes and war bond purchases. Reductions 
in the amounts set aside for these purposes, 
I believe, will produce a trend back to em- 
ployee contributions. 


During the recent years, the insurance 
companies have adopted very conservative 
assumptions as to interest earnings. This 
has prompted many organizations to fund 
their plans through a trust arrangement, 
in the belief that they could thereby safely 
obtain a higher investment rate on the 
pension funds. A stabilization of interest 
rates will probably reverse this trend and 
cause an increased proportion of the plans 
to be financed through insurance companies. 


The desire of employers to avoid treating 
employees who die prior to attainment of 
retirement age less favorably than those 
who do attain retirement age will accelerate 
the trend toward including substantial 
death benefits in employee benefit programs. 


Further experience with profit-sharing 
plans, which are not supplemented with 
plans providing definite benefits, will demon- 
strate their inability to provide the neces- 
sary pensions. This will produce a trend 
toward a lesser use of profit-sharing plans. 


Trust Council for San Antonio 


Plans for the organization of a Trust Coun- 
cil in San Antonio, Texas, are being worked 
out following a meeting there last month of 
representative attorneys, life underwriters and 
trust officers. They were given an outline of the 
Fort Worth and Dallas Councils’ experiences 
by W. Frank Cooper, C.L.U., secretary of the 
former group, and Harry M. Roberts, member 
of the board of governors of the Dallas Coun- 
cil. 
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THE BANK STOCK SITUATION 


The potential end of deficit financing of 
the public debt by banks and political dis- 
cussions for elimination of interest on the 
Government bonds owned by banks are re- 
cent developments which justify a careful 
reappraisal and reconsideration of bank 
stocks. A summary of our study indicates: 

1. Bank stocks are relatively low at cur- 
rent market measured by price index in re- 
lation to other groups. 

2. Actual interest savings possible on 
government holdings would not be impres- 
sive. Current basic values we believe will 
hold, but earnings rate will probably con- 
tinue low. 

3. Banks have developed an important 
earning power based in large part on gov- 
ernment holdings—more impressive in the 
large banks. 

4. Normal banking operations, especially 
for large banks, give promise of moderate 
improvement, to offset in large part higher 
operating costs and a gradually lower rate 
of earnings from investments. 

5. New capital should be encouraged to 
bring down the high ratio of deposits to 


TRUSTS and ESTATES—April 1946 


capital accounts for many individual banks. 
6. We believe that some bank stocks offer 
good long term investment possibilities. 
They are the stocks of banks capable of good 
earnings over and above current dividends 
given something approaching a 144% re- 
turn on total loans and 1% on investments. 
7. We look for little in the way of spec- 
tacular appreciation for bank stocks. 
JOHN KALB, Lewisohn & Co., New York. 


A. I. B. Conference Leaders Named 


Leaders of the departmental conferences at 
the 44th annual convention of the American 
Institute of Banking, at Cincinnati in June, 
have been announced by William C. Way, chair- 
man of the Departmental Conference Commit- 
tee and trust officer of the Central National 
Bank of Cleveland, Ohio: 

Bank Operations: C. Edgar Johnson, Vice 
President, First National Bank, Chicago. 

Credits: George T. Newell, Vice President, 
Manufacturers Trust Co., New York. 

Bank Management: J. Leroy Dart, President, 
The Florida National Bank, Jacksonville. 

Trust Business: Felix Montano, Trust Offi- 
cer, Hartford-Connecticut Trust Co. 
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NEWS FROM NEW BUSINESS FRONT 


HE trust business has rarely been the 

subject of popular recitation or news 
comment, largely because of its highly 
technical complexion and the general belief 
that it is servant only to the millionaires. 
An occasional story of the human side, of 
the care of an orphaned child’s thousand 
dollars, of unusual—often misanthropic— 
wills, has been publicized. The public mis- 
understanding of, and more particularly in- 
difference to, the great and democratic 
public service which most chartered fiduci- 
aries have long been providing, has con- 
tinued with little challenge, little coopera- 
tion from press or radio or author. 


It is perhaps significant that several re- 
cent best sellers, such as “Yankee From 
Olympus” and “Immortal Wife’, have in- 
cluded comment on more constructive phases 
of wills and wealth than was evident in most 
writings since 1929. It had been the popu- 
lar thing to do to castigate any man who 
had accumulated a fortune, any beneficiary 
of inheritance, and to disparage private 
efforts for financial security. In a number. 
of newspapers there is notable a wider ap- 
preciation of the legitimacy as well as pro- 
ductivity of capital and more frequent com- 
ment on such topics as estate planning, em- 


ployee pension trusts and more recently of’ 


common or uniform trusts. Even the radio 
may be recognizing the value, to greater 
security for the provident public, of trust 
funds. In a broadcast by commentator 
Arthur Hale over WOR on March 9, tribute 
was paid to the common trust fund as 
promising to become “a favorite method 
of accumulating savings for an income on 
retirement.” 


As trust institutions necessarily expand 
their efforts and interest in serving a wider 
segment of the public, they will do well to 
watch their step publicity-wise. Especially 
in connection with the common trust fund, 
with such catchy titles as “poor men’s trust 
funds” given by writers and speakers, they 
will need to exercise a balance between 
courage and caution—courage to tell the 
community of the value and uses of their 
service, and caution in their claims and 
in avoiding misleading or too aggressive 
solicitation. Especially must any refer- 
ences be abjured which invite estates that 
cannot be economically handled, or partici- 


Trust New Business Column 


pation in a common trust except for bona- 
fide trust objectives, for the Federal Reserve 
properly insists that these funds be used 
as a mechanism for administering smaller 
accumulations, rather than as a sales device. 
In this connection there is need of a much 
more clear-cut policy on publicity. The 
common trust is a legitimate financial ser- 
vice and the corporate fiduciaries are under 
governmental examination and court re- 
sponsibility. They should have a right, 
within proper bounds, to make this efficient 
service available to those who need it. 


TRUST NOTES FROM THE NATION’S 
PRESS 


“Commando Kelly, Businessman” (Satur- 
day Evening Post of March 2nd) records the 





Ie’s all in 
KNOWING HOW... 


Illustration in Bar Bulletin advertising of 
Title Insurance and Trust Company, Los 
Angeles. The text reads: 


“We don’t know how to pull rabbits out of a 
hat but we do know how a trust company can 
reduce your costs of administration when the 
estate involves securities and other personal 
assets. Probate Code Section 586 states: ‘Per- 
sonal assets of an estate may be deposited 
with a trust company and the bond of the 
executor or administrator reduced, as provided 
by the Bank Act.’ 

“If you are interested in making use of this 
company as a depository — as an economy to 
you or your client — our Estate Division can 
be of help.” 
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ge NG fitheo k l 
Illustration in newspaper copy used by 
Bridgeport-City Trust Co. in small estates 

campaign. 





role of Bernard Hampsey, vice-president of 
the Potter Title & Trust Company of Pitts- 
burgh (who are trustees of the Commando’s 
living trust) as his business as well as 
financial counsellor. The article—by the 
famed correspondent Richard Tregaskis— 
records: “To protect the Kelly fortune 
from the generous instincts of the hero, his 
guardians put it into a trust fund, where 
it cannot be touched by anyone except the 
Commando or his mother. If one of his 
eight brothers should want a‘loan, both the 
Commando and the Potter Title and Trust 
Company would have to know about it and 
approve it. 

“With such careful management, George 
Kelly, Hampsey and Beck have been able 
to save a considerable part of the Kelly bank 
account, despite murderous income taxes, 
a few loans and gifts, and the establishment 
of a better home for Mrs. Kelly, Senior...” 

Credit for arranging the deal by which 
the Sergeant is now manager of one of 
Pittsburgh’s triple-A gas stations (a $10,- 
000 a year job) is given to president Hosik 
of the Trust Company—further proof that 
the personal trust business is indeed per- 
sonal in its interest in beneficiaries’ welfare. 


| OLDEST BANK IN SOUTH JERSEY 


FIRST CAMDEN 
NATIONAL BANK 
€@ TRUST CO. 


Founded 1812 
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SMALL ESTATES CAMPAIGN: The 
Bridgeport-City Trust Company (Conn.) 
has launched a campaign for small estate 
business through newspaper, radio, bus 
card and direct mail advertising. Offering 
its facilities in the settlement of estates 
from $1,000 up “where we can be of aid,” 
the bank is mailing folders with checking 
account statements, dividend checks and 
safe deposit bills, and is following in general 
the pattern of promotion successfully in- 
augurated by Security-First National Bank 
of Los Angeles. 


READING BETWEEN THE LINES: 
“Your executor can’t read between the 
lines” is the heading of the leaflet sent out 
last month by United States National Bank 
of Portland, Ore. Two examples of mental 
reservations are given: 

“To my wife, Mary, my entire estate.” 
(Of course I want my mother taken care of) 

“As executor and trustee, my brother 
John.” 

(But if John is too busy, it would be a 
lot better to have my bank act instead.) 


GETTING TRUST MESSAGE ACROSS: 
Trust advertising should cover three points 
which a person usually wants to know be- 
fore buying any product: that the price is 
right; how the product will benefit him; 
that he is getting what he pays for. So says 
Marjorie S. Davis advertising director of 
Plainfield National Bank and First Na- 
tional Bank of Bound Brook, N. J., in a 
brief article in March Banking. And in 
view of the fact that women control 70% 
of the nation’s wealth, trust terminology 
should be made intelligible to them. 


EMPLOYEE PLANS: Advantages and 
risks of adopting an employee benefit plan 
today—and how, respectively, to gain and 
avoid them—are discussed by Gustave 
Simons on the New York Bar in the Ap»! 
Bulletin of the Financial Advertisers Asso- 
ciation. 


“Behind the Scenes in the Trust Com- 
pany” is the title of a brochure recently 
sent out by Trust Company of Georgia, At- 
lanta. Subtitled “A Report to our Custom- 
ers,” the 19-page booklet describes “just 
what happens” when an estate comes in. 
Carrying the administration right through 
to distribution (with a chart showing the 
step-by-step duties) the piece goes on to 
outline other fiduciary services and safe- 
guards offered by trust company manage- 
ment. 





Where There’s A Will... 


“STORK DERBY,” to be run in four 
A 10-year time divisious, is provided for 
under the will of the late Thomas L. Foster, 
former Mayor of Toronto and member of 
the Canadian Parliament. Expressing ap- 
proval of large families, Mr. Foster di- 
rected his executors and trustees—Canada 
Permanent Trust Company and a King’s 
Counsel—to set aside a fund which, with 
interest, will provide the sum of $2,500 at 
the end of each decade, to be divided among 
the three Toronto mothers bearing the most 
lawful children during the period. The 
great bulk of the estate is left for other 
charitable purposes, including a $100,000 
trust for annual picnics for local children. 
The residue—estimated at more than $600,- 
000—is placed in trust to pay the income to 
the University of Toronto for cancer re- 
search. 

* * * 

INING EXECUTIVE Edward H. 

Clark, who was long the manager of 
one of the Hearst’s estates, left a_ will 
executed “mutually to a will made by my 
wife in pursuance of a common purpose 
that the community property accumulated 
during our marriage shall so far as possible 
be maintained as a single fund to go at the 
death of the survivor as between us to our 
children.” The will states that, as part of 
this mutual design, Mrs. Clark is to create 
a trust of her interest in the community 
property with the same trustee appointed 
in the will and on the same terms: A life 
income is provided for Mrs. Clark, subject 
to a charge of $250 per month for the bene- 
fit of their daughter. Upon the widow’s 
request, the trustee shall pay her up to 
$10,000 a year from principal. Upon her 
death, the income is to be paid one-half to 
the daughter and one-half to a son, their 
share of the principal passing on their re- 
spective deaths to their surviving children. 
American Trust Company of San Francisco 
is named executor and trustee, subject to 
removal by the unanimous action of Mrs. 
Clark and the children. 


* * * 


NGUS S. HIBBARD, designer of the 
A “Blue Bell’ sign of the telephone and 
pioneer inventor for American Telephone 
and Telegraph Co., left his entire estate, 
with the exception of a few small bequests, 
in trust to pay the income to his wife for 


life and then to their daughter. At the 


death of the survivor of them, the trustee 
is to pay $20,000 in equal shares among the 
survivors of a grandniece and three grand- 
nephews. (Upon the instructions of Mrs. 
Hibbard or the daughter, the trustee shall 
pay all or any part of this sum in advance.) 
Three-tenths of the remainder of the estate 
will go to the Protestant Episcopal Church 
of the Diocese of Chicago, the other seven- 
tenths to Seabury-Western Theological 
Seminary of Evanston. If at any time the 
trustee—City National Bank and Trust 
Company of Chicago, which is also named 
executor—is of the opinion that the trust 
income being paid to the widow or daughter, 
together with such income as she may be 
receiving from other sources, is insufficient 
for “her care, support, traveling expenses 
and well-being,” the trustee shall pay her 
such sums from principal as it shall deem 
sufficient. 
* * * 

ENRY W. TAFT, member of the lead- 

ing law firm of Cadwalader, Wicker- 
sham & Taft and brother of the late Presi- 
dent William H. Taft, gave legacies aggre- 
gating $8,750 to Yale University, two local 
lawyers associations, employees and friends. 
Mr. Taft forgives any indebtedness of his 
two sons or their wives, and gives his per- 
sonal effects to the former, the executors to 
make the division between them as equally 
as possible. Each son receives forty percent 
of the rest of the estate outright. The re- 
maining twenty percent is placed in trusts 
of five equal shares, two each for a grand- 
son and granddaughter, and one for another 
grandson. In the case of the first two, the 
principal on their deaths will go to their re- 
spective issue; the share of the second 
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grandson will go to Mr. Taft’s sons. The 
latter are named executors and trustees, 
with a provision that the survivor of them 
may appoint an individual or trust company 
as co-fiduciary. In the event that no fiduci- 
ary is acting, the will names the President 
and Directors of the Manhattan Company, 
New York. 


UDGE A. B. LOVETT of the United 
States District Court for the Southern 
District of Georgia, who was at one time 
president of the Georgia Bar Association, 
left his entire estate to his wife “provided 
she survives me for a period of 60 days and 
during that period she is competent to make 
a will (and if not done before my death I 
request her to make a will.)” Otherwise the 
estate is left in equal parts to a niece and 
nephew of Mrs. Lovett. The Citizens & 
Southern National Bank of Savannah and 
Mrs. Lovett are appointed executors of the 
will with authority to make investments 
without regard to those permissible by law. 


= TRUST SERVICE 
~ EXCLUSIVELY 


Detroit Trust Company, with 
over forty years’ experience 
in every phase of trust busi- 
ness, is especially qualified 
to serve in any Situation re- 
quiring a Michigan fiduciary. 


DETROITTRUST COMPANY 
201 W. FORT STREET Detroit, Michigan 


Executor - Custodian - Trustee - Registrar 
Transfer Agent - Trustee for Corporations 
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. M. STUDEBAKER, III, grandson of 

one of the founders of the Studebaker 
Automobile Corp. and president of the 
Studebaker Machine Co., left his entire es- 
tate to his wife, excepting property over 
which he had a power of appointment. This 
provision is declared to be in lieu of her 
statutory rights in his estate. Taxes on 
property passing under the will are to be 
paid out of the estate, but taxes payable on 
account of property not passing under the 
will (such as inter vivos trusts) are to be 
paid out of such property. The will names 
the wife and St. Joseph Loan and Trust 
Company of South Bend, Ind., as executors. 
The trust company has been liquidated and 
the First Bank & Trust Company of that 
city has been appointed with the wife as 
administrators with the will annexed. 


* * * 


OTHER APPOINTMENTS: Broad Street 
National Bank of Trenton, N. J., co- 
executor: James E. Russell, dean emeritus 
of Teachers College, Columbia University; 
National Newark (N. J.) & Essex Banking 
Company, co-executor and co-trustee: John 
R. Hardin, president of Mutual Benefit Life 
Insurance Co.; Hartford-Connecticut Trust 
Company, executor: Frank E. Healey, dean 
of Republican Party leaders in the state; 
National Trust Company of Hamilton, On- 
tario, executor: Dr. James K. McGregor, 
one of Canada’s leading surgeons; Palisades 
Trust and Guaranty Company, Englewood, 
N. J., executor: Arthur B. Griffin, former 
vice president of Stone & Webster, invest- 
ment bankers; Paterson (N. J.) Savings 
Institution, co-executor and co-trustee: Dr. 
Andrew F. McBride, former mayor and 
State Labor Commissioner; Union Trust 
Company of Pittsburgh, co-executor: Gor- 
don Fisher, industrialist and attorney. 


First-Stamford (Conn.) Bank & Trust 
Company, co-executor and co-trustee: Wal- 
ter C. Allen, former president and chair- 
man of the board of Yale & Towne Manu- 
facturing Co.; Plattsburg (N. Y.) National 
Bank and Trust Company, trustee: Thomas 
F. Conway, former Lieutenant Governor of 
New York; Bank of California N. A., San 
Francisco, trustee: Charles W. Slack, dean 
of the local legal profession; Second Na- 
tional Bank of Wilkes-Barre, Pa., co- 
executor and co-trustee: Ernest G. Smith, 
publisher of two local newspapers. 





CURRENT FEDERAL 


TAX NOTES 
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Member of New York Bar: Certified Public Accountant (N. Y. and N. J.): 
Lecturer on Taxation at Columbia, Rutgers and New York Universities 


Income Tax 


Life estate is a capital asset. Under es- 
tate of husband who died in 1929, taxpayer 
received a life interest. Her husband’s 
nephew was to receive the remainder. In 
1938, a dispute arose between the taxpayer 
and the remainderman over certain dis- 
bursements. Application was made to the 
State Court for a ruling as to whether 
these disbursements should be charged to 
income or principal. While awaiting de- 
cision, taxpayer sold her life estate to the 
nephew for $35,000 and the trust was ter- 
minated accordingly. The value of the life 
estate when acquired by the taxpayer was 
$34,136. In 1943, an additional tax of $5,700 
was assessed, attributable mainly to the 
inclusion of the $35,000 as ordinary income 
in her tax return. HELD: The life estate 
was a capital asset and therefore the pro- 
ceeds of sale were not taxable as ordinary 
income. A capital gain of $864 was realized 
and $432 should have been reported as a 
gain from the sale of a long term capital 
asset. However, taxpayer’s failure to in- 
clude the amount in her 1938 return was 
not fraudulent and the claim was barred by 
the statute of limitations. First National 
Bank & Trust Co., v. Allen, U.S.D.C.M.D. 
Ga., Macon Division, March 13. 


Beneficiary’s refund of income to pay in- 
terest on estate tax not taxable to him. In 
1940 taxpayer received some $27,000 of 
income from a trust. Near the end of the 
year the trustees were required to pay an 
estate tax deficiency, the interest on which 
totaled some $13,000. The trustees con- 
tended that, since the will was silent as to 
payment of interest, under Pennsylvania 
law the interest was payable out of income 
rather than out of principal. Upon demand, 
taxpayer refunded to the trustees an amount 
Sufficient to pay the interest on the estate 
tax deficiency. He included the gross amount 


he received, but claimed a deduction for the 
amount refunded to the trustees as inter- 
est. Commissioner denied the deduction 
because it did not represent interest paid on 
the taxpayer’s obligation. HELD: Amount 
refunded by the taxpayer is not taxable to 
him. The taxpayer was under a legal obli- 
gation to make the refund to the trustees. 
Comm. v. Pearson, C.C.A.-3, March 15. 


State court decision disregarded. Tax- 
payer contended that his trust instrument 
set up three separate trusts, one for each of 
his children and that the Tax Court is 
bound by the decision of the Ohio Court 
which had so held. That court’s decision 
was based on the ground that it was the 
grantor’s intent to treat the children equally 
under the agreement, and such equality 
could result only if the agreement were 
construed in such a way that it created 
three separate trusts. HELD: From the 
evidence, one trust and not three, was cre- 
ated. Throughout the instrument repeated 
reference is made to “trust estate”, “the 
trust’, “this trust’, “trust fund’, etc., about 
twenty times. The Ohio Court’s decision 
is not controlling since the object of the 
court proceeding was to settle a dispute be- 
tween the taxpayer and the Treasury De- 
partment regarding taxation of the trust 
income and, although the Department was 
informally advised of the proceeding, the 
proofs before the Tax Court were not 
sufficient to rebut an inference that the 
court proceeding might have been collusive. 
Reid Trust v. Comm., 6 T.C. No. 56, March 
11. 


Inconsistent tax positions. Taxpayer’s 
transferor, a decedent’s estate, was allowed 
a deduction by the Commissioner for 
amounts currently distributable to the bene- 
ficiaries and the amounts so allowed were 
included by the Commissioner in the in- 
come of the beneficiaries, against whom he 
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determined deficiencies. One of these bene- 
ficiaries appealed to the Tax Court which 
held that only the amount actually paid her 
was taxable to her. Since the statute of 
limitations had run, adjustment of the er- 
ror was prevented. Accordingly, the Com- 
missioner resorted to Sec. 3801 of I.R.C. to 
determine a deficiency against the tax- 
payer arising out of the deduction errone- 
ously allowed the transferor, the decedent’s 
estate. HELD: The section applies. Its 
.purpose is to permit adjustments where, in 
case of related taxpayers, a position main- 
tained by one taxpayer is inconsistent with 
the erroneous exclusion, inclusion, omission, 
allowance or disallowance, etc., with respect 
to another taxpayer and where such ad- 
justments cannot be made because of the 
running of the statute of limitations. 
Priest Trust v. Comm., 6 T.C. No. 31, Febru- 
ary 19. 


Trust income taxed to community couple. 
Under the California Civil Code, the hus- 
band has the management and control of 
community property with the power of 


disposition but he cannot give it away or 


dispose of it without valuable consideration, 
except with the wife’s written consent. If 
a gift is made without the wife’s written 
consent, she has the right to revoke it and 
reinstate the property as part of the com- 
munity property, provided she exercises her 
right within the specified period. With the 
wife agreeing orally but not in writing, the 
husband in 1939 transferred by gifts in 
trust to himself as trustee for the benefit of 
their two minor children certain corporate 
stock out of community property. HELD: 
For 1940, the income from the trust prop- 
erty was taxable, under Sec. 166 of I.R.C., 
to the husband and wife as community 
property. Through all of 1940 the wife had 
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the right to revoke the trusts and reinstate 
the trust property as part of the community 
property. Harper v. Comm., 6 T.C. No. 33, 
February 20. 


Grantor taxable on trust income because 
of powers and control. In 1935 taxpayer 
created trust with broad powers of manage- 
ment and control in himself as trustee. His 
wife was to get such part of the income and 
principal as the trustee might in his dis- 
cretion deem necessary and proper for her 
comfort, support and happiness. After her 
death income was payable to their two 
children until age 45. The trustee had 
power to loan money or trust property as 
he saw fit; to determine distributees and 
how much each should receive. All the 1935 
to 1939 trust income, less expenses, was ac- 
cumulated and added to the principal. Tax- 
payer contended that his powers had to be 
exercised in a fiduciary capacity and that 
if he paid over more than necessary to the 
wife-beneficiary, he would subject himself 
to legal action by the remaindermen. HELD: 
Income is includible in grantor’s gross in- 
come. A trustee’s discretionary decisions 
cannot be overridden by a court of equity 
unless the trustee decides arbitrarily, ca- 
priciously or in bad faith. Here the tax- 
payer had the “right to spray the net income 
of the trust as between the primary bene- 
ficiary and remaindermen” as he saw fit. 
Jones and Jones v. Comm., 6 T.C. No. 54, 
March 11. 


Grantor not taxable on trust income. 
Taxpayer set up an irrevocable trust in 
1931, reserving income to himself for life 
and thereafter the income and remainder 
went to his wife and three minor children. 
The trustee, a trust company was not to 
lease, sell, transfer or reinvest any of the 
trust funds without the grantor’s written 
consent as long as he lived. If the trustee 
should resign, it should give notice and de- 
liver all of the trust property to the donor 
or a successor trustee “and after full settle- 
ment of its accounts, the trusts herein cre- 
ated shall terminate without any application 
to or further action by any court.” Under 
another provision the grantor, as income 
beneficiary, could request principal if needed 
to make the total distribution for any year 
$10,000. In 1937.the grantor irrevocably as- 
signed his interest in the trust income to his 
wife. Thereafter, the trustee distributed all 
the trust income to her. The Commissioner 
contended that the grantor was taxable on 
the trust income on the grounds (1) that 
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the trust was revocable within the meaning 
of Sec. 166 of I.R.C., or (2) under Sec. 
22(a) and the Clifford doctrine, because of 
the family relationship and the powers re- 
served in the trust instrument. HELD: The 
trust was not revocable nor is the income 
taxable to the grantor under Sec. 22(a). 
The provision covering the resignation of 
the trustee was not intended as a termina- 
tion of the trust. After assigning income 
rights to the wife, the grantor lost the right 
to call on principal for payments. The re- 
quirement that the trustee obtain the grant- 
or’s consent to changes in investments, even 
though coupled with the fact that the bene- 
ficiaries were his wife and children, did not 
make the grantor taxable on the trust in- 
come. Huber v. Comm., 6 T. C. No. 30— 
Feb. 18. 


Estate Tax 


Charitable bequests deductible despite 
provision for use of principal. Testator’s 
widow was given trust income for life and 
trustees were authorized to pay her so much 
of the principal as they, in their sole dis- 
cretion, should deem necessary for her 
“comfort and support” should the income 
prove insufficient. The remainder was to 
go, chiefly, to certain charities. The widow 
had ample means for her comfort and sup- 
port without recourse to the trust principal. 
HELD: The charitable bequests are de- 
ductible from the gross estate because the 
possibility of invasion of corpus for the 
widow’s benefit was too remote. Est. of 
Jack v. Comm., 6 T.C. No. 34, February 21. 


Transfers with power of invasion not 
taxable. Decedent, who died in 1940 at age 
77, had in 1939 created five trusts, of which 
he and another were the trustees. Income 
was payable to the five primary beneficiaries. 
The trustees had the right to determine the 
character of the trust receipts as income or 
principal; also the power to invade principal 
for the benefit of the primary beneficiaries. 
Since the trust income exceeded their needs, 
the invasion power was never exercised. 
Commissioner included the trust property 
in decedent’s gross estate because of the 
aforementioned right and power and fur- 
thermore contended that there was also a 
possibility of reverter. HELD: Trust 
property is not taxable in decedent’s estate. 
There was no possibility of reverter to the 
decedent as he was 76 when he set up the 
trusts and the ages of the primary bene- 
ficiaries ranged from 6 to 50. The contin- 
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gencies which would permit use of principal 
were not likely to occur, and therefore the 
transfers are not taxable under I.R.C. Sec. 
811 (d). Est. of Fiske v. Comm., T.C. 
Memo, Jan. 21. 


Gift Tax 


Divorce settlement payment not taxable. 
During pendency of decedent’s suit for di- 
vorce against his wife, negotiations were 
commenced for an agreement with reference 
to her claim for support, maintenance and 
alimony. After considerable discussion be- 
tween the attorneys, the decedent paid his 
wife $70,000 in cash, in complete settlement 
of all claims his wife may have had against 
him. Commissioner contended that the pay- 
ment constituted a taxable gift. HELD: 
Payment is not taxable as a gift, since the 
husband made it without donative intent, 
in an arm’s length transaction. Est. of Hill 
v. Comm., T.C. Memo, January 31. 


Valuation basis of closely-held stock 
subject to restrictions. In 1940, taxpayer 
gave his wife 75 shares of his company’s 
stock which was subject to a restrictive 
agreement among the executive stock- 
holders that upon the death or retirement 
of the taxpayer, or with his consent, the 
stock was to be purchased by the corpora- 
tion at its book value. Taxpayer was presi- 
dent and one of three executive stock- 
holders. Although he turned in a value of 
$186 per share on his 1940 gift tax return, 
he subsequently admitted that it should have 
been $286 per share—the book value of the 
stock at December 31, 1939. Earnings for 
the five years 1936 to 1940 averaged $68 
per share. The Tax Court upheld the Com- 
missioner’s determination that the fair 
market value of the shares was $500. 


Trust Tax Man Available 


Job satisfactorily completed. Ready for new 
assignment! Four years in charge of income 
tax work for trust department of iarge bank; 
planning and supervising work of tax section 
in close cooperation with trust administra- 
tion; preparing personal returns te satisfac- 
tion of customers; training new employees in 
tax work; scheduling operations to reduce 
overtime in rush period. Position relinquished 
to returning veteran. Services now available. 
Excellent reference. Address Box SG, Trusts 
and Estates, 50 East 42nd St., New York 17. 
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HELD: Tax Court committed no error. 
The question of value is a question of fact 
on which the Tax Court’s finding supported 
by evidence may not be disturbed by the 
courts. The value of the stock for gift tax 
purposes is not limited to that set forth in 
the restrictive agreement; the latter is to 
be considered together with other relevant 
factors bearing on value. (There is an 
exhaustive review of the cases.) Spitzer v. 
Comm., C.C.A.-8, March 6. 


Revenue Bureau Rulings and News 


I.T. 3782. Holds that husband and wife 
domiciled in Oklahoma are entitled to in- 
clude in their separate Federal income tax 
returns one-half of their community in- 
come received or accrued on and after July 
26, 1945, the effective date of the new 1945 
Oklahoma Community Property Act. 

I.T. 3783. Holds that a husband and wife 
holding property as tenants by the entirety 
in Pennsylvania may each report one-half 
of the income from such property in their 
separate Federal income tax returns. 

LT. 3784. Holds that husband and wife 
domiciled in the Territory of Hawaii are 
entitled to include in their separate Federal 
income tax returns one-half of their com- 
munity income received or accrued on and 
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after June 1, 1945, effective date of the 
new law relating to community property. 

I.T. 3785. Holds that basis to be used by 
joint tenants, or by a surviving joint tenant 
in computing gain or loss from the sale of 
property situated in Minnesota is its cost, 
as provided by Sec. 113 (a) of I.R.C., ad- 
justed in accordance with provisions of 
Sec. 113(b) of I.R.C. Also holds that if 
husband pays taxes and interest on mort- 
gage on the property, then he may claim the 
deduction for same, provided his wife does 
not claim deduction therefor. 

National Service Life Insurance pro- 
ceeds are includible in gross estate, but 
payment for estate tax can be enforced 
only from the other property. (Letter 
Ruling, March 14, 1946.) 

T.D. 5499. Contains Regulations affect- 
ing the taxation of non-resident aliens, resi- 
dents of France, and French corporations 
and other entities under the Tax Convention 
with France. 


French citizens and nationals of all other 
countries who had property in France on June 
4, 1945, must file a return for tax assessment 
with French consulates not later than July 15. 
Property includes real estate, business and 
manufacturing enterprises, bank accounts, se- 
curities, claims on French debtors and invest- 
ments in French companies. 
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DELAWARE 


Wilmington — DELAWARE TRUST CO. 
appointed Earl I. Bower an assistant trust of- 
ficer, and elected William H. Foulk, attorney 
and a director, a member of the trust commit- 
tee. 

FLORIDA 

Daytona Beach—Emory F. Thames, execu- 
tive vice president and trust officer, FIRST 
ATLANTIC NATIONAL BANK, § succeeds 
Charles D. Wynne as president, the latter be- 
coming chairman. 


West Palm Beach—At the FLORIDA BANK 
& TRUST CO., Charles F. Shewmake was pro- 
moted from executive vice president to pres- 
ident to succeed L. A. Usina. 


ILLINOIS 


Aurora—W. G. Readey, MERCHANTS NA- 
TIONAL BANK, was promoted from assistant 
trust officer to trust officer. 





Peoria—Charles W. Eliason was elected trust 
officer in charge of investments, COMMER- 
CIAL NATION BANK OF PEORIA. Before 
service with the Army, he was associated with 
Brown Brothers, Harriman & Co., in New 
York. 


IOWA 


Davenport—DAVENPORT BANK & TRUST 
CO. announced the promotion of the following 
assistant trust officers to vice presidents: 
Herbert W. Braak, E. L. Carmody, K. C. Hart- 
man and A. P. Sindt. 





KENTUCKY 

Lexington & Louisville—Ernest S. Clarke, 
Jr., vice president of the LIBERTY NATION- 
AL BANK & TRUST CO., Louisville, has been 
elected president of the UNION BANK & 
TRUST CO. of Lexington, to succeed Charles 
M. Marshall, retired. Mr. Clarke is the son of 
Ernest S. Clarke, Sr., former justice of the 
Kentucky Court of Appeals. 


Frankfort & Louisville—Sidney W. Clay 
was elected a trust officer of the UNITED 
STATES TRUST CO. (Louisville). Prior to 
military service, he was a trust officer of the 
FARMERS BANK & CAPITAL TRUST CO., 
Frankfort. 





Louisville—J. A. Beeler, superintendent of 
real estate of the trust department of the 
LOUISVILLE TRUST CO., became a vice pres- 
ident and will continue in the former capacity. 


MARYLAND 


Cumberland — Promotions at LIBERTY 
TRUST CO. are as follows: John J. Robinson, 
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formerly treasurer and trust officer, made 
vice president and trust officer; Thomas L. 





Keech, formerly assistant treasurer and as- 


sistant trust officer, made treasurer and as- 


sistant trust officer. 
MASSACHUSETTS 


Springfield—UNION TRUST CO. elected 
Harry H. Kenney as vice president; Roy C. 
Chapin and William A. Lieson, assistant vice 
presidents. Mr. Kenney became assistant trust 
officer in 1939 after association with Scovell, 
Wellington & Co., and comptroller in 1943. 
He is one of the governing officials of the 
Family Welfare Association, Springfield Chap- 
ter of the American Red Cross, and Wesson 
Memorial Hospital, and president of the Uni- 
versity Club. Mr. Lieson, recently discharged 
from the Navy as a lieutenant, S.G., was in- 
vestment statistician in the trust department 
when he entered the service. 





Worcester—Louis LeB. Chapin, trust officer 
in charge of the investment division of the 
trust department, WORCESTER COUNTY 
TRUST CO., has been elected vice president 
and trust officer. 


MICHIGAN 


Detroit—NATIONAL BANK OF DETROIT 
elected Lewis S. Robinson an assistant vice 
president and assistant trust officer. Mr. Rob- 
inson, recently returned from service with the 
Air Force, previously practiced law with Beau- 
mont, Smith & Harris. 





MISSOURI 


Kansas City—Ford R. Nelson was appointed 
trust officer at the FIRST NATIONAL BANK, 
after return from the China-Burma-India thea- 
tre of war where he served as Lieutenant Col- 
onel. Prior to that he practiced as an attorney 
in Kansas City, largely in trust and estate 
work. 

St. Louis—William J. Jenkins, a director of 
MUTUAL BANK & TRUST CO., was elected 
chairman of the board to succeed Byron W. 
Moser. Edward T. Murray, vice president, was 
elected trust officer and secretary of the 
board. 


St. Louis—Wesley L. Johnson, formerly as- 
sistant trust officer, SECURITY NATIONAL 
BANK SAVINGS & TRUST CO., succeeds 
Theodore H. Wigge, who resigned as trust offi- 
cer. 


NEW JERSEY 


Rutherford — RUTHERFORD NATIONAL 
BANK appointed L. H. Nusbaum an assistant 
trust officer. 











NEW YORK 


Brooklyn—Percy T. Stapleton, assistant to 
the president of LAFAYETTE NATIONAL 
BANK since February 1944, was elected as- 
sistant vice president. Mr. Stapleton had been 
chief clerk of the Surrogate’s Court of Kings 
County for 11 years. 

New Rochelle—Lester A. Stoothoff, formerly 
assistant trust officer, NEW ROCHELLE 
TRUST CO., was promoted to vice president 
and trust officer. 

New York, Long Beach & Mineola—Louis E. 
Goldstein, formerly trust officer and organizer 
of the trust department of the NATIONAL 
SAFETY BANK & TRUST CO. (New York), 
was elected president of the NATIONAL CITY 
BANK OF LONG BEACH, succeeding William 
F. Ploch, who was just elected president of 
the NASSAU COUNTY TRUST CO. (Mine- 
ola). In 1924 Mr. Goldstein had organized the 
trust dep artment of the Public National Bank 
& Trust Co. of New York. He is a graduate of 
Rutgers University Graduate School of Bank- 
ing and is the author of “Investment of Trust 
Funds.” 

New York—CHASE NATIONAL BANK ap- 
pointed Arthur F. Henning as corporate trust 
officer at the head office. Mr. Henning has 
been in various divisions of the trust depart- 
ment since 1921, but has specialized in the ad- 
ministration of corporate trusts from 1928. 


New York—wWalter Monsees, CITY BANK 


FARMERS TRUST CO., was promoted from 
assistant trust officer to trust officer. 


New York—BANKERS TRUST CO. an- 
nounced the election of Roger F. Murray as 
vice president in charge of the credit and secur- 
ity research department to succeed the late 
W. J. Lippincott. Mr. Murray recently returned 
from service with the Army Air Forces. 

New York—Floyd Dunston was appointed an 
assistant trust officer of the GRACE NA- 
TIONAL BANK. 


OHIO 


Cleveland — 
Richard S. Doug- 
las, formerly as- 
sistant counsel, 
CLEVELAND 
TRUST CO., suc- 
ceeds G. M. Cum- 
mings (retired) as 
counsel. The new 
appointee has 
been with the 
bank since 1922, 
when the Garfield 
Savings Bank, of 
which he had been 
trust officer and 
attorney, Was 
merged into the 


Cleveland Trust. R. S. DOUGLAS 
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Prior to that he had been assistant United 
States district attorney. 


Elyria—The duties of the late C. E. Blanch- 
ard, vice president and trust officer, SAVINGS 
DEPOSIT BANK & TRUST CO., have been 
assumed by Rodney G. Rockwood, executive 
vice president and a director. 


Youngstown—John A. Stansbury, vice pres- 
ident and trust officer of the CITY TRUST & 
SAVINGS BANK, will become vice president 
and trust officer of UNION NATIONAL 
BANK on April 15, taking over the trust officer 
duties of J. M. Ogram, who will devote himself 
to credit and other duties. Mr. Stansbury is 
a veteran of both wars and a member of the 
Ohio bar. He was formerly connected with the 
Midland Bank in Cleveland as assistant trust 
officer, later joining the Reconstruction Finance 
Corporation. 


NORTH CAROLINA 


Greensboro — SECURITY NATIONAL 
BANK announced that P. W. Ingalls, recently 
released as an Army Captain, has joined the 
trust department. Before joining the Army, he 
was with the Central National Bank of Rich- 
mond, Va. 


Raleigh—George D. Vick, Jr., was promoted 
to trust officer at the FIRST CITIZENS BANK 
& TRUST CO. 


PENNSYLVANIA 


Philadelphia—George E. Lloyd has retired 
as trust officer of THE PENNSYLVANIA 
COMPANY FOR INSURANCES ON LIVES 
AND GRANTING ANNUITIES. Alfred J. 
Drueding, formerly assistant trust officer, be- 
came a trust officer. 

Reading—W. I. Diefenderfer, assistant trust 
officer of the BERKS COUNTY TRUST CO. 
since 1940, was appointed trust officer to assist 
in the administration of estates and supervise 
real estate held in trust estates. He is a grad- 
uate of the Wharton Extension School of the 
University of Pennsylvania. 


SOUTH CAROLINA 


Florence—C. B. Carter, formerly executive 
vice president, was elected president of the 
GUARANTY BANK & TRUST CO. to succeed 
D. H. McEachern, who continues as chairman. 
H. N. Brown, formerly cashier, secretary and 
trust officer, becomes executive vice president. 


VIRGINIA 


Danville At AMERICAN NATIONAL 
BANK & TRUST CO., Robert P. McConneil 
advanced from trust officer to vice president 
and trust officer; William H. Carter, cashier 
in the trust department, also elected a vice 
president. 





Richmond—SECOND NATIONAL. BANK 
promoted V. A. Monroe, trust officer ‘since 
1940, to vice president and trust officer. 


WASHINGTON 


Seattle—Appointment of Herbert E. Vedder 
as advertising manager of the NATIONAL 
BANK OF COMMERCE — a newly created 
position — was. recently announced. Mr. Ved- 
der will develop and coordinate an expanded 
advertising and public relations program. He 
previously was on the staff of the Chicago 
Tribune since 1930, principally in the financial 
department. 


WISCONSIN 


Milwaukee—Philip P. Nolte advanced from 
secretary and treasurer to vice president and 
treasurer of the FIRST WISCONSIN TRUST 
CO., succeeding the late W. I. Barth. Mr. 
Nolte’s duties in charge of the investment 
division will be assumed by John M. Nuzum 
who becomes secretary and treasurer. Major P. 
H. Duback was made assistant trust officer. 
Mr. Nolte, graduate of University of Wiscon- 
sin, entered the trust company in 1927. 


TRUST INSTITUTION BRIEFS 


Ft. Lauderdale & Palm Beach, Fla.—Wiley 
R. Reynolds, president of the FIRST NATION- 
AL BANK in Palm Beach, has purchased a 
controlling interest in the FIRST NATIONAL 
BANK in Fort Lauderdale, with deposits of 
more than $12,000,000..Mr. Reynolds was elect- 
ed chairman of the board; W. W. McEachern 
will remain as president of the Fort Lauder- 
dale bank, as well as all other officers, em- 
ployees and directors. 


Miami, Fla.—FIRST NATIONAL BANK 
here was -purchased by Wiley R. Reynolds, 
president of the FIRST NATIONAL BANK in 
Palm Beach. He will also acquire the American 
National Bank of Miami. 


Atlanta, Ga.—J. W. Speas, vice president 
and trust officer of the FIRST NATIONAL 
BANK, was appointed a member of the educa- 
tional committee of the Investment Bankers 
Association of America. 


Atlanta, Ga.—The TRUST COMPANY OF 
GEORGIA has opened offices at 15 Broad 
Street, New York, with Lloyd B. Hatcher as 
representative of the investment department. 


Chicago, Ill.—Following the practice of 
three other large Chicago banks, NORTHERN 
TRUST CO. will arrange for full-time repre- 
sentation in New York, with vice president Ed- 
ward D. McGraw of the bond department as 
head of the office, which will be primarily for 
extension of Government and municipal bond 
business and investment service to customers. 
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Indianapolis, Ind——Kenneth A. Rimer, vice 
president and trust officer of FARMERS 
STATE BANK of Mentone, was named chair- 
man of the State Department of Financial In- 
stitutions by Governor Gates, succeeding F. 
W. Van Antwerp of South Bend, who re- 
signed. 


Indianapolis, Ind.—Evans Woollen, Jr., pres- 
ident of FLETCHER TRUST CO., announced 
the inauguration of that company’s non-con- 
tributing retirement plan, group life insurance 
and hospitalization insurance plan for employ- 
ees. Providing for retirement at 65, benefits of 
the plan will be paid from a trust fund which 
will be built from net earnings of the company, 
based on 5 per cent of each eligible employee’s 
annual salary. The 5 per cent will be set aside 
at the end of each year in which the net earn- 
ings of the bank, after setitng up reserves and 
depreciation, have exceeded 4 per cent of the 
invested capital. 


Richmond, Ind.—The SECOND NATIONAL 
BANK and SECOND TRUST CO. were con- 
solidated under the name of the SECOND NA- 
TIONAL BANK OF RICHMOND. The savings, 
trust, sales and redemption of bonds depart- 
ments will continue to operate in the banking 
rooms formerly occupied by the Second Trust 
Co. 


Harlan, Ky.—Amended charter papers were 
filed by the BANK OF HARLAN, in the south- 
western coal fields of Kentucky, in which the 
bank plans to expand its operations to include 
trust activities. 


Lexington, Ky.—The growth of its estate 
and trust business having practically doubled 
in the last few years, the FIRST NATIONAL 
BANK & TRUST CO. has found it necessary 
to move to larger offices on the third floor of 
the main bank building at 167 West Main 
Street. 
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Boston, Mass.—Walter S. Bucklin, president 
of the NATIONAL SHAWMUT BANK, an- 
nounced that the Shawmut has acquired by 
purchase the assets and property of the Col- 
umbia Trust Company of East Boston. The 
Columbia will be operated as the East Boston 
Branch of the National Shawmut, with the 
same personnel under the supervision of An- 
drew J. Porter. The largest stockholders of the 
Columbia Trust are the family of Joseph P. 


Kennedy, former Ambassadar to Great Britain. 


Minneapolis, Minn.—As of March 1, MID- 
LAND NATIONAL BANK & TRUST CO. 
changed its name to MIDLAND NATIONAL 
BANK OF MINNEAPOLIS. The trust depart- 
ment will continue to function as in the past. 


St. Louis, Mo.—I. A. Long, vice president of 
MERCANTILE-COMMERCE BANK & TRUST 
CO. has been appointed chairman for metro- 
politan St. Louis of the United States Savings 
Bond Division of the Treasury Department. 


Reno, Nev.—_NEVADA NATIONAL BANK 
OF COMMERCE, recently chartered to do 
trust as well as other types of banking, an- 
nounced that Paul E. Dorman (former vice 
president and trust officer of the First National 
Bank of Nevada) will be appointed in charge 
of the trust department with the title of vice 
president and trust officer. For several years 
he has represented the trust division of the 
American Bankers Association as vice presi- 
dent for Nevada, and he is now chairman of the 
trust division of the Nevada Bankers Associa- 
tion. The Reno office will be opened as soon as 
necessary construction and remodeling of a 
building can be accomplished. 


Syracuse, N. Y.—FIRST TRUST & DE- 
POSIT CO. stockholders and directors ap- 
proved the acquiring of assets an business of 
the First National Bank of Canastota, Liver- 
pool Bank, the State Bank of Parish and the 
First National Bank & Trust Co. of Baldwins- 
ville. The banks were controlled by the First 
Securities Corp. of Syracuse, which is closely 
associated with the First Trust management. 


Cleveland, Ohio—The staff of the CENTRAL 
NATIONAL BANK recently honored more 
than 35 of its returned service people at a 
dinner meeting. 


Philadelphia, Pa.—Directors of the BROAD 
STREET TRUST CO. and the CHESTNUT 
HILL TITLE & TRUST CO. unanimously ap- 
proved merger of the institutions, subject to 
shareholders’ consent. The combined companies 
would be known as the BROAD STREET 
TRUST CO. 


Houston, Texas—Shareholders of the FIRST 
NATIONAL BANK and the STATE NATION- 
AL BANK will vote April 27 on a proposal to 
merge the two institutions. Announcement of 


TRUSTS and ESTATES—April 1946 


the plans was made jointly by Francis M. Law, 
chairman of the First National, and F. M. 
Wilkins, chairman of the State National. The 
merger would give the new FIRST NATION- 
AL BANK total capital funds of over $8,500,- 
000. It was stated that all officers and person- 
nel of the two banks would be retained. 


Lubbock, Texas—Trust powers were granted 
to the LUBBOCK NATIONAL BANK, under 
the Federal Reserve Act. 


Tyler, Texas—Wilton J. Daniel, vice pres- 
ident and trust officer of the PEOPLES NA- 
TIONAL BANK, has been elected president of 
the Tyler Chamber of Commerce. 


Toronto, Canada — Shareholders of the 
TRUSTS AND GUARANTEE CO., Toronto, 
and the CROWN TRUST CO., Montreal, unani- 
mously approved purchase of the latter by the 
former. The new company will be known as 
CROWN TRUST & GUARANTEE CO. (Re- 
ported in February issue, subject to share- 
holders’. approval.) 


Toronto, Canada—J. Ragnar Johnson, B.A., 
LL.B., LL.M., who had been in charge of the 
Toronto branch of CROWN TRUST CO. before 
military service, resumed the practice of law 
with offices at Suite 301, Royal Bank Build- 
ing, King and Yonge Streets, Toronto 1. 


IN MEMORIAM 


H. RAYMOND AGUAIS, personel trust of- 
ficer of the Chase National Bank of New York. 

CURTIS NORTHROP BROWNE, vice pres- 
ident and director of the advertising firm of 
Albert Frank-Guenther Law, Inc. 


J. MARSHALL PERLEY, vice president and 
trust officer of the new Rochelle (N. Y.) Trust 
Co. and leader in civic and religious organiza- 
tions for half a century. 


SAMUEL G. PHILLIPS, trust officer of the 
Alexandria Banking Co., Va. 


EUGENE W. SHORT, vice president in the 
trust department of the Bankers Trust Co., 
Indianapolis, Ind. 


CAPT. ROGER WISNER, trust officer of 
the Bank of New York. 


JOHNSTON TILGHAM, former director, 
trust vice president of the Wilmington (Del.) 
Trust Co., which he helped found 50 years ago. 


ALFRED HOLT ROUDEBUSH, former vice 
president and general counsel of the Mississippi 
Valley Trust Co. and former member of the 
executive committee of the Trust Division of 
the American Bankers Association. 


JOSEPH L. McNAB, vice president and trust 


officer of the Evanston (Ill.) Trust & Savings 
Bank. 





“For 
Honorable 
Service 
To Our 
Country” 


New Haven, Conn.—Commander Raynham 
Townshend returned to his duties as assistant 
trust officer with the UNION & NEW HAVEN 
TRUST CO., after more than four years active 
service in the Pacific. He was present at the 
Japanese surrender in Tokyo Bay, and for 
meritorious service in various encounters he is 
the possessor of the Bronze Star, the Navy 
Commendation Ribbon, American Defense Rib- 
bon with one star, Asiatic-Pacific Ribbon with 
13 battle stars, Philippine Liberation Ribbon 
with one star, Victory Ribbon and the Naval 
Reserve 10-Year Ribbon. 


Boise, Idaho—R. M. “Mark” Adams return- 
ed to IDAHO FIRST NATIONAL BANK as 
assistant trust officer, after discharge as a 
captain in the administrative branch of the 
Medical Corps. 


Chicago, Ill—John Y. Meloy, Jr., recently 
discharged from military service, has been 
appointed assistant treasurer of CHICAGO 
TITLE & TRUST CO. in charge of the invest- 
ment field staff. 


Nashua, N. H.—Lieutenant-Colonel Clarence 
E. Whitney, on leave from the INDIAN HEAD 
NATIONAL BANK, has resumed his duties as 
vice president and trust officer of that institu- 
tion. He has been awarded the Order of the 
British Empire in recognition of his work with 
the Psychological Welfare Branch in charge 
of PWB transactions of United States and 
British funds. 


New York, N. Y.—Major Kenneth A. Hack- 
ler and Lieutenant Colonel William L. March 
have returned to CITY BANK FARMERS 
TRUST CO. assuming their former positions as 
assistant trust officers. 

Cincinnati, Ohio—After approximately three 
years service with the Federal Bureau of In- 
vestigation, Julius W. Reif resumed his duties 
as assistant trust officer at the PROVIDENT 
SAVINGS BANK & TRUST CO. 


—_—__——o 


Karl Tufel resigned as a staff member of 
Industrial Relations Counselors, Inc., N. Y., to 
become a director of the Pension Planning Co. 
of New York, to enable him to concentrate on 
employee benefit plans. Mr. Tufel is co-author 
with Murray Webb Latimer (until recently 
chairman of the Railroad Retirement Board) of 
the Industrial Relations Monograph, “Trends 
in Industrial Pensions.” 
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e Oliver Max Gardner last month took the oath 
of office as Undersecretary of the Treasury. 
One time Governor of North Carolina, Mr. 
Gardner is a director of the First National 
Bank of Shelby, N. C., president of a textile 
mill and trustee of several colleges. A liberal 
in politics, Mr. Gardner is widely respected 
for his financial ability. 


e Commodore James K. Vardaman, former St. 
Louis banker, was sworn in early this month 
as a member of the Board of Governors of 
the Federal Reserve System, succeeding John 
McKee, His term runs 14 years. 


e New York banks will be permitted to close 
Saturdays during June, July, August and Sep- 
tember under a law recently signed by Gover- 
nor Dewey. The New York Stock and Curb 
Exchanges have voted to close on those days, 
and it is expected that other exchanges will 
follow suit. Under a recent New Jersey law 
banks will be required to close on Saturdays 
from May through September. 


e The advertising agency of Edwin Bird Wil- 
son, Inc., N. Y., announced the election of 
John F. Donlon, William T. Gray, John ‘C. 
Madden and Edwin Bird Wilson as directors. 
The latter resigned as president, Mr. Madden 
succeeding him. 


e The number of entries for the Examination 
for the Diploma in Executor and Trustee Work 
given by the Institute of Bankers (England) 
was 316 in 1945, as compared with 254 in 1944. 
Part I was completed by 75 candidates, Part II 
by 45. The John Caulcutt Prize for the highest 
aggregate marks was taken by George B. Hey 
of the District Bank Limited. 





e Robert P. Kelsey, placed in charge of public 
relations for the John Hancock Mutual Life 
Insurance Company, has been associated with 
the president’s office for the past tow years 
as executive assistant. Mr. Kelsey is known 
to many of our readers for his prior work in 
trust advertising and promotion and as an 
author in our June 1944 issue. 





_ RECENT FIDUCIARY 
LEGISLATION 


This is an off-year for legislative sessions. 
Less than ten convened in regular meeting 
and from these the following measures have 
become law. 

Kentucky 


Ch. 190: Grants to real or personal repre- 
sentatives, or the heirs or devisees, of any 
obligors the right to pay, upon sixty days 
prior written notice, any of the decedent’s 
obligations coming into being after the 
effective date of this Act. 

Ch. 176: Adds to statute relating to main- 
tenance by a corporate fiduciary of an in- 
vestment fund provision that: “The bene- 
ficiaries of any trust or estate shall have a 
claim, prior to any and all other claims 
against the bank or trust company, for any 
money due the trust or estate.” 


Reported by Squire R. Ogden, Louisville 
New York 


Ch. 128: Extends to March 31, 1947, time 
within which a testamentary trustee may 
obtain a decree awarding principal com- 
missions where the same had not been 
awarded for receiving principal by decree 
prior to Sept. 1, 1943. 

Ch. 265: Amends statute requiring dis- 
tributee or devisee of real property, subject 
to a mortgage or other charge, to discharge 
the lien personally. Formerly, exception 
read “unless there be an express direction 
in the will” to the contrary; it now reads 
“a direction, expressly or by necessary 
implication.” The amendment further pro- 
vides that where two or more persons in- 
herit such property, they shall bear their 
proportionate shares of the charge. 
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S. B. 674: Provides that where the. allo- 
cation of a dividend on shares of stock de- 
pends on the date of accrual thereof, such 
date shall, in the absence of a contrary pro- 
vision in the will or trust instrument, be 
the date specified by the corporation as that 
on which the stockholders of record are to 
be determined or if no date is specified, the 
date of declaration. Act, which is stated to 
be declaratory of existing law, applies to 
existing estates and dividends already re- 
ceived except dividends whose allocation has 
been approved by court order or agreement 
of the parties and those which have been 
paid over in good faith on the basis that 
accrual was on the date of declaration 
rather than the date of record. 


Ch. 378: Corrects stock transfer tax law 
so that four-cent rate applies to shares sell- 
ing at “$20 or more” instead of “more than 
$20.” 


Ch. 379: Makes technical amendment to 
statute exempting from stock transfer tax 
transfers of certificates from a fiduciary to 
a nominee of such fiduciary” by inserting 
words “‘the name of” after the word “from.” 


Ch. 380: Requires that bequest or devise 
to a spouse or those relatives for whom an 
estate tax exemption is granted be “inde- 
feasibly vested in” those beneficiaries if ex- 
emption is to be claimed. 


Ch. 381: Permits income tax deduction 
for contributions to pension trusts in ex- 
cess of amount necessary to cover current 
year’s liability provided, under regulations 
of the tax commission, the amount covers 
not more than one-tenth of the total pension 
liability with respect to services rendered 
prior to such taxable year. 


Virginia 


Ch. 48: Extends provisions of Code Sec- 
tion 5335 relating to sale or encumbrance 
of estate, and Section 5334 relating to sur- 
render or renewal! of lease by guardians, 
to trustees of ex-servicemen appointed under 
Section 1050a. 


Ch. 145: Specifically adds “tangible per- 
sonal property” to classes of property or in- 
come which under Section 5343 may be paid 
directly to an infant or his parent without 
the intervention of a guardian. Changes 
expression of limit from “less than $500” to 
“not more than $500.” 





Decisions 


These digests of current decisions affecting fiduciaries were reported by the 
following attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
COLORADO: Hubert D. Henry—Attorney-at-!aw, Denver 


IOWA: Eugene D. Perry—Stipp, Perry, Bannister & Starzinger, Des Moines 
MAINE: Carroll S. Chaplin—Chaplin, Burkett & Knudsen, Portland 


MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 
MARYLAND: J. Crossan Cooper, Jr.—Venable, Baetjer & Howard, Baltimore 


NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 
OREGON: Earl S. Nelson—Griffith, Peck, Phillips & Nelson, Portland 


The complete roster of contributing legal editors appears in January and July. 





Accounting — Court — Effect of Orders 
Approving Trustees’ Accounts 


California—District Court of Appeal 
Estate of Crane, 73 A.C.A. 108. 


On this appeal the court held, affirming the 
lower court, that objections to certain invest- 
ments made by the trustee bank were fore- 
closed by the Superior Court’s prior approval 
of annual accounts reflecting the investments. 
The objections were (1) that the mortgage 
participation certificates in question were not 
securities authorized by law or by the terms 
of the trust, and (2) that the certificates were 
issued without a permit from the Corporation 
Commissioner. Wilson v. Security-First Na- 
tional Bank, 21 Cal. 2d 705, 134 P. 2d 800, fol- 
lowed. 

ry) 


Charitable Trusis — Adequacy of Direc- 
tions to Trustees 


Colorado—Supreme Court 
Galiger v. Armstrong #15245; decided Jan. 
21, 1946. 


Testatrix bequeathed one-half of her resid- 
uary estate to: “The General Board of Direc- 
tors of the Methodist Episcopal Church of 
America” in trust for the purpose of educating 
worthy needy young men students of theology 
or medicine and one-half of her residuary es- 
tate to: “The Department of Aid, Board of 
Christian Education of the Presbyterian Church 
in the United States of America” in trust for 
similar purposes. The trustees of the Meth- 
odist Episcopal Church, an Ohio corporation, 
petition to have the court determine that they 
are intended to receive the bequest made to the 
General Board of Dirctors of the Methodist 
Episcopal Church and for a decree directing 
the executor to deliver one-half the residuary 
estate to them. 


HELD: The trial court found that the peti- 
tioners were intended to be the recipients of 
this gift. This is a matter within the jurisdic- 
tion of the trial court and will not be upset 
on appeal. " 

Although the directions for allocating the 
funds are not complete the directions are suf- 
ficiently complete to create a valid charitable 
trust. The trustees had the implied powers to 
carry out the trust imposed upon them. 


The trustees apparently were qualified to 
receive charitable bequests in the state of their 
incorporation and therefore may take such 
charitable bequests in this state. 


Claims — Executor Not Removed for Dere- 
liction of Duty 


Oregon—Supreme Court 
In re Johnson’s Estate, 164 Pac. (2) 826. 


The law requires an executor or administra- 
tor to render a verified account within the first 
ten days of April and October, and also to file 
an inventory and appraisement of “all the real 
and personal property of the deceased which 
shall come to his possession or knowledge.” 
Petitioners are an annuitant and a legatee 
under the will of the deceased and complain 
that the executor did not file an account until 
October 18; that material facts were omitted 
from said account in that it failed to state that 
demand had been made upon him by Mrs. 
Jamieson, one of the annuitants, for payment 
of the monthly installment of her annuity, and 
that he failed to comply with such demand. 
Petitioners also contend that the inventory 
failed to include carpenter tools and a diamond 
ring which belonged to testator; that certain 
furniture which had been bequeathed to a Mrs. 
Beeman had been distributed to her without 
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lawful authority; that Mrs. Beeman had pre- 
sented a claim for $2,500 for services which 
was allowed after an unreported hearing in 
which the executor was a witness for claim- 
ant; and notice of this hearing was not given 
to petitioners. 


HELD: Decree of lower court dismissing the 
petition affirmed. Since the executor was ac- 
tively engaged in war work at the time, his 
failure to file his interim accounts on time was 
not ground for his removal. Since Mrs. Jamie- 
son had been threatening to contest the will, 
the executor was justified in withholding pay- 
ment of her annuity. The executor’s explana- 
tion that the tools were considered by him to 
be household furniture and that the ring did 
not come “to his possession or knowledge” 
until the hearing was satisfactory to the court. 


While the storing of furniture bequeathed to 
Mrs. Beeman at her house in order that testa- 
tor’s house might be rented was irregular, it 
was not such malfeasance as to justify the re- 
moval of the executor, especially since com- 
mercial storage expense was prohibitive. The 
executor’s testimony respecting the claim of 
Mrs. Beeman respecting facts of his own 
knowledge was not a violation of his trust. 
The fact that he is executor does not render 
him incompetent as a witness since the law in 
Oregon is liberal in respect to the competency 
of witnesses against a decedent’s estate. The 
executor’s failure to have testimony on the 
claim of Mrs. Beeman reported was an error 
in judgment but not bad faith. In any event, 
since petitioners were permitted to intervene 
and file a motion for a rehearing, their rights 
were not prejudiced. 


0. 


Life Tenant & Remainderman — Payments 
for Support — Amortization 


Maine—Supreme Court 
In re Murray, 45 A. (2d) 636. 


Trustees under will of deceased were 
authorized and directed to distribute the net 
income of the trust to the widow, and were 
further authorized to pay from the principal, 
such sums as in their absolute discretion may 
be needed for the comfortable support and 
maintenance of the widow. The testator in his 
‘lifetime had created an irrevocable trust under 
which ‘his widow was to receive the income for 
life together with such part of the principal 
as the trustee in its sole discretion should 
deem necessary from time to time for the 
comfortable support and maintenance of his 
widow in a manner suitable for one of her 
station in life. An account filed by the testa- 
mentary trustees was challenged by the re- 
mainderman with respect to a payment of 
$3,000 from the principal of the trust to the 
widow and with respect to a loss on certain 
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bonds purchased at a premium, contending 
that such loss should be taken from income 
and not charged to principal. 


HELD: The income from both trusts must 
be taken into account in determining whether 
the trustees might properly withdraw from 
the principal of one trust for support and 
maintenance of the widow. The testamentary 
trustees, authorized in their absolute discre- 
tion to make payments from principal for the 
support of the widow, but who left such de- 
termination to the widow, thereby surrender- 
ing to her their own discretion, were surcharge- 
able for the amount paid from principal. 

The testamentary trustees were entitled to 
the allowance of charges against principal of 
the estate for loss on bonds purchased at a 
premium as against the contention that when 
bonds are purchased at a premium they must 
be amortized by retaining from income and 
crediting to principal so much of the premium 
over the interim period as would constitute a 
loss to principal when the bonds mature or are 
called. 
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Life Tenant & Remainderman — Support 
of Life Beneficiary Out of Corpus 


Maryland—Court of Appeals 
Board of Visitors and Governors of Wash- 
ington College v. Safe Deposit and Trust 
Company of Baltimore, et al., Trustees, 
Daily Record, March 28, 1946. 


Testator left his residuary estate in trust, 
the income to be paid to his wife for life and 
the remainder to be payable to Washington 
College. The Will also provided: “I am leaving 
my wife, ***, at her request, a life estate... 
instead of an absolute estate. It seems to me 
that she is not too amply provided for; and 
if she needs any of the corpus of this trust 
estate for living purposes, I hereby request 
and empower my said Trustees . .. to pay 
to my said wife ***, such sums from said 
corpus for living purposes as to their judg- 
ment may seem best.” 

The wife had a separate estate slightly 
larger than the trust estate. The income from 
the combined estates was less than her annual 
living expenses which were concededly modest. 
The Trustees filed a Bill of Complaint asking 
for a construction of the will and specific in- 
structions as to whether it could invade the 
principal of the trust estate for the benefit of 
the wife while she still had independent means 
of her own. 


HELD: The wife had not made out a case 
of such need for living expenses as to justify 
the invasion of the corpus of the trust estate 
while she had ample independent means of 
her own from which her needs could be met. 
The Court cited with approval Section 128(e) 
of the Restatement on Trusts, stating “It is a 





question of interpretation whether a_bene- 
ficiary is entitled to support out of the trust 
fund even though he has other resources. The 
inference is that he is so entitled,” but held 
that under a construction of the will as an 
entirety, it was necessary for the wife to show 
actual need to justify any invasion of corpus, 
and that such “need” was lacking in view of 
her independent means. 


—_—_———_0 


Life Tenant & Remainderman — Taxes on 
Real Estate in Excess of Rents Charge- 
able to Income 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Co. v. Walker, 1946 A.S. 
363. 


As part of a separation agreement between 
H and W in 1928, H created a trust of certain 
productive real estate, the income to be paid 
to W up to a certain amount each year, any 
surplus above that amount to be paid to H. If 
the income was less than that amount, H was 
to make it up personally. The trustees were 
given discretionary power to determine what 
receipts and expenses should be credited or 
charged to capital and income respectively, 
but the trust also provided for the payment 
of the net income to W after the deduction of 
charges, taxes and expenses. One piece of 
property was sold in 1943. Its operating ex- 
penses had exceeded its income for several 
years and the deficiency had been made up 
from other income. At the sale, $7,000 was de- 
ducted from the purchase price for 1942 and 
pro rata 1943 taxes. The trustee deducted this 
amount from income on hand and restored it to 
principal. The question was whether this was 
proper. 


HELD: It was. The governing principles are 
the same in the case of inter vivos trusts as 
with testamentary trusts; namely, that 
whether expenses are to be charged against 
capital or income depends on the intention of 
the settlor or testator. Here a reading of the 
whole instrument showed that the settlor con- 
templated that the income might not be suffi- 
cient to produce the specified sum, and the 
trust specifically provided that the net income 
payable to W was to be determined after the 
deduction of all charges, taxes and expenses. 
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Powers — Appointment — Property Sub- 
ject to Special Power Not Assets for 
Creditors 


Massachusetts—Supreme Judicial Court 
Prescott v. Wordell, 1946 A.S. 147. 


The life tenant of a trust had a testamentary 
power of appointment among her issue. She 
exercised it by her will. The question was 
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whether the appointed property became assets 
for the life tenant’s creditors under the doc- 
trine of Clapp v. Ingraham, 126 Mass. 200 and 
similar cases. 


HELD: That doctrine applies only to gen- 
eral powers and property subject to a special 
power of appointment does not become assets 
for the creditors. 


—___——0 


Powers — Appointment — Residuary 
Clause Does Not Exercise Power 


Iowa—Supreme Court 
Bussing v. Hough, 1 N.W. (2d) 587. 


A resident of Iowa, whose estate was in 
Iowa, having no children and only his wife, 
devised one-third of his estate in trust to his 
wife, with income; “said trustees to control 
said property during her natural lifetime, then 
said property to be distributed among the 
heirs of my said wife or as she may direct.” 
The wife removed to California where she 
died testate and her will was probated ‘in 
California and also in Iowa. After several 
small bequests, she provided: “I hereby give, 
devise and bequeath to the said Mrs. Harryiette 
Wehr, all the rest, residue and remainder of 
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my estate of whatsoever kind and nature and 
wheresoever situated.” 


Remote heirs of the widow brought suit to 
construe the will, contending that the clause 
in the husband’s will allowing the widow the 
right to make distribution of her share of the 
estate “as she may direct,” did not create in 
her a fee, but only a power of appointment, 
which by her will she did not exercise. 


HELD: The widow under her husband’s 
will took only a life estate with power of ap- 
pointment which she did not exercise by her 
will. 
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Powers — Limitations — Validity of As- 
signment of Right to Receive Income 
from Passive Trust — Conversion of 
Beneficial Interest into Legal Estate — 
Income Tax on Assignor Invalid 


New York—Court of Appeals 
Reed v. Browne, N.Y.L.J., March 26, 1946. 


Appellant’s testator was the life beneficiary 
with her sister of a trust consisting of both 
real and personal property. The will named the 
sisters trustees to pay the income of the 
trust to themselves during the terms of their 
respective lives and provided that on the death 
of both the entire residuary estate was to go 
to another trustee who was to pay it over to the 
sisters’ children. There was no specific pro- 
vision to take care of the probability that one 
sister would predecease the other. The sister 
of appellant’s testator died in 1935, leaving 
one child in whose favor the survivor in 1937, 
then 77 and childless, renounced in writing 
the trust income which, although thereafter 
credited to her nephews, was sought to be 
charged to her as income by New York State. 
The Tax Commission argued that the renuncia- 
tion was ineffective because forbidden by $15 of 
the New York Personal Property Law, which 
says: “The right of the beneficiary to enforce 
the performance of a trust to receive the in- 
come of personal property, and to apply it to 
the use of any person, can not be transferred 
by assignment or otherwise.” 

The Appellate Division sustained the State’s 
‘contention. 


HELD: The renunciation was valid. On the 
death of the first life beneficiary and co- 
trustee, the survivor was no longer a bene- 
ficiary entitled to enforce the performance of 
a trust since none existed, the survivor being 
the owner of a legal life estate fully assign- 
able. Dry or passive trusts were abrogated in 
New York a century ago. §92 of the Real 
Property Law provides that one entitled both 
to actual possession of real property and to the 
receipt of rents and profits therefrom, in law 
or equity, shall be deemed to have a legal 
estate therein of the same quality and condi- 
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tion, and subject to the same conditions, as his 
beneficial interest. By analogy, this section 
has been properly held to be applicable to 
trusts of personalty as well, thus executing 
passive trusts of personalty. 

The trust was valid while both sisters were 
alive even though they were at the same time 
trustees and cestuis but, since every valid 
trust must have a trustee who is not the sole 
beneficiary, upon the death of a sister the 
trust ceased to be such and the resulting legal 
estate became fully assignable. The view of 
the Appellate Division that the death of the 
first sister did no more than to create a vacancy 
in the office of trustee was, therefore, erron- 
eous. Hence, the income accruing after the 
valid assignment was not that of the assignor. 


oO 


Spendthrift Trusts —- Contract by Benefici- 


ary to Dispose of Income After Receiving 
It 


Massachusetts—Supreme Judicial Court 
Minot v. Minot, 1946 A.S. 289. 


In a long and complicated case dealing with 
a separation agreement made in France and a 
trust set up in New York, the court intimates 
that the beneficiary of a spendthrift trust may 
make a valid contract to pay over the income 
after it is received. In this case the husband 
set up a trust for the wife in New York. Under 
New York law a life tenant cannot assign the 
income, thus converting all trusts into a sort of 
spendthrift trust. The wife by a later agree- 
ment, after the divorce, agreed to pay back 
the income to him as she received it. The court 
held that this agreement was valid. 
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Taxation — Income — Modification of 
Trust to Permit Payment of Taxes 


New Jersey—Court of Chancery 
Hardy v. Bankers Trust Co., 44 A. (2d) 839. 


In 1929 complainant established a funded 
life insurance trust with defendant as trustee. 
The income was payable to her for life, there- 
after to her husband, with the principal on his 
death passing to their children. Until 1944, 
taxes levied against the income were paid by 
the trustee. In accordance with Section 167 
of the U. S. Internal Revenue Code, complain- 
ant is now charged with liability for the taxes 
for the years 1941 to 1945 inclusive. She seeks 
a modification of the trust agreement to per- 
mit payment of the taxes out of the trust 
fund. 


HELD: In cases of emergency, for the 
preservation of the trust estate and the pro- 
tection of the beneficiaries, a court of equity 
may authorize the trustee to do acts which 
under the terms of the trust and under ordinary 





circumstances it would have no power to do. 
The changed financial circumstances of the 
complainant and her husband have made it 
impossible for her to pay the taxes. The 
change in the law imposing liability upon the 
donor of a trust such as involved here was 
not anticipated by her when she signed the 
agreement to safeguard the welfare of her 
children. Capital gains for 1944 and 1945 — 
from which the complainant cannot receive 
any benefit — have resulted in a tax liability 
exceeding $75,000 whereas her income from 
the trust is less than $10,000. To deny relief 
would be to defeat the purpose of the trust. 
The trustee will therefore be authorized to 
pay the taxes but not in excess of the amount 
which would have been payable by the trustee 
if such taxes had been levied against the trust 
as a separate entity on the theory of taxation 
applied prior to 1941. Such payments should be 
allocated between principal and income. 


—A Staff Digest 
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Wills —- Probate — Agreement to Execute 
Mutual and Reciprocal Wills 


Oregon—Supreme Court 
McGinn v. Gilroy, 165 Pac. (2) 73. 


Suit by trustees of McGinn Estate Company 
to establish a contract between decedents X 
and Y whereby they agreed to execute mutual 
and reciprocal wills in which Y was supposed 
to will her property after the death of X to 
said trustees. Both wills were made and exe- 
cuted at the same time. In the second para- 
graph of X’s will certain realty was devised 
outright to Y. The fourth paragraph provided 
that all the remainder of her property was to 
go to Y to have, hold and dispose for her own 
use and benefit absolutely. And further “In 
making this last bequest and devise to my 
sister (Y), she has agreed with me that she 
will by her last will and testament bequeath 
and devise to (plaintiff) as trustee all 
property remaining in her, possession at the 
time of her death.” X predeceased Y who 
received the property of X, and thereafter Y 
revoked her will wherein she made the above 
disposition and made another will leaving her 
property to defendants. 


HELD: Decree allowing trustees to prevail 
modified. In order to be specifically enforced, 
a contract to make mutual wills must be cer- 
tain in all its parts, must be mutual, must be 
founded upon an adequate consideration and 
must be established by clear and convincing 
evidence. Here it is apparent from consider- 
ation of X’s entire will that the agreement 
referred to in the 4th paragraph is limited 
to the residue of X’s estate and therefore does 
not include the realty disposed of outright to 
Y in the 2nd paragraph. The expression, “this 
iast bequest and devise,” used by X in the 


439 


4th paragraph, refers, and is limited, to the 
property devised and bequeathed in that para- 
graph. The fact that both wills were executed 
at the same time, that both testators were 
present at the time of the execution, and that 
each knew the contents of the other’s will, 
does not necessarily establish that they acted 
pursuant to any agreement. There was no evi- 
dence of any contract whereby Y agreed to 
leave her entire estate, if she survived X, to 
X’s heirs (plaintiffs). The best evidence of a 
contract, if there was one, was X’s will, and 
it refers only to the residuum of X’s estate. 
And whether there was an agreement or not, 
Y was estopped from denying such an agree- 
ment when she took, under the will, the res- 
iduum of X’s estate. 
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Lloyd’s Trust Fund Stays Here 


Lloyd’s of London has decided to leave in the 
United States the trust fund which it estab- 
lished here before the war to insure fulfillment 
of its underwriting commitments in this coun- 
try. The argeement provided that the fund 
could not be withdrawn while Great Britain 
was engaged in war with a European power. 
The fund, which is estimated at more than 
$100,000,000 and contains reserves for losses, 
premiums, investments of liquid funds and 
other elements, is trustees with City Bank 
Farmers Company of New York. 
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By J. H. RADFORD 


Mr. Baldwin Baer Pate who’s been absent of 
late, 

Fer good reasons you may’ve surmised, 

Departed this life without tellin’ his wife 

His Last Will he’d done gone ’n revised. 


Days ’fore he croaked, with his buddies Pate 
joked, 

’Bout the gag he would pull on the missus. 

“T’ll trustee the whole smear for an aunt, the 
old dear, 

"N to wifey I’ll leave love ’n kisses!” 


How was Baldy to guess that a fire-truck, 
no less, 

Was fixin’ to tag him fer quits 

On the very same day as he home trod his 
way 

With the Testament clutched in his mitts? 


It suffices to say they tucked Baldy away 

In his hole in the old family plot. 

Such sweet things were spoken that Junior 
cracked, jokin’, 

“Is yall sure it’s our pappy y’uh got?” 


Next mornin’ ’bout dawn, with a puss thin 
nm wan, 

But composure, ’n stuff, that was regal, 

Mrs. Carlotta Pate was all set for a date 

With a goon whose profession was legal. 


“Carlotta,” said he, “you ain’t gotta tell me 
The fraud Baldy done was plumb awful. 
As you well understand I take nary a hand 
In no gyp that is tainted unlawful. 


“But I’ve got a surprise that'll dry up them 
eyes 

’N yer sense of injustice deflate; 

It is called ’Codicil to the very Last Will 

Of Baldy (nee Baldwin) Baer Pate.’ ”’ 


“The lug thought he might fix everythin’ 
right 

With this Codicil thing,” squawked Carlotta, 

“It makes a bum of his Will but I’m thinkin’ 
still 

Of some words this don’t say that it oughta. 


“So I’ll string along with the Will you say 
*s wrong 

On account I’m the jerk’s legal missus. 

Let his old Auntie Beulah have the trust ’n 
the mula 

’N I'll take the love ’n the kisses!” 


" TT 
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Business and Personal Estate 
Planning 


Pointing out that in numerous instances a 
family-owned company constitutes the bulk 
of the estate, Raymond E. Hartz, Executive 
Vice-President of Management Planning, Inc., 
New York, and President of The Estate Plan- 
ning Corporation, New York, stressed the im- 
portance of combining estate planning with 
sound financial planning for the testator’s 
business, in an address at the recent Mid-Year 
Trust and Banking Conference of the New Jer- 
sey Bankers Assn. “In such cases,” Mr. Hartz 
declared, “planning the estate cannot be done 
properly without reference to the effect upon 
the company, any more than financial planning 
for the company can be done properly without 
consideration of its effect upon the estate. This 
combination of services is something new in 
finance, as well as in estate planning.” 

Predicting a great expansion in trust bus- 
iness during the next few years, Mr. Hartz told 
the delegates that practically every estate 
needs re-planning today. “Many that were 
planned four years ago have completely out- 
grown the plans. There are also many people 
whose estates before the war were not large 
enough to interest a trust company, but who 
have engaged in manufacturing or subcon- 
tracting, and now have stronger companies and 
increased personal estates.” 
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Current Articles in 
Other Publications 


The New Trust Regulations and the Clifford 
Doctrine, by Edward N. Polisher: Tavzes, 
Apr'l. 

Community Estates 
Friedland: Ibid. 

Cases That Make Tax History, by 
Guy Evans: Ibid. 

Descent Per Stirpes and Per Capita, by 
William H. Page: Wisconsin Law Review, 
January. 

Partial Spendthrift Trusts, by William G. 
Williams: Dickinson Law Review, March. 

Estate Taxation; The Premium Test: The 
Spectator, March. 

The Law of Trusts, 1941-1945, by Austin 
W. Scott: Harvard Law Review, December. 


Problems, by M. N. 
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Common Trust Fund Growing 


The Common Trust Fund administered by 
Boston Safe Deposit and Trust Company now 
amounts to $1,800,000. This fund was estab- 
lished last June 5 but was not put into actual 
operation until October 5, 1945. 





